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The Honorable Don Sundquist, Governor
and

Members of the General Assembly
State Capitol
Nashville, Tennessee 37243

and
The Honorable Milton H. Hamilton, Jr., Commissioner
Department of Environment and Conservation
401 Church Street
Nashville, Tennessee 37243-0435

Ladies and Gentlemen:

Transmitted herewith is a special report on the review of alleged improper grant reimbursement
requests submitted by Agricenter International, Inc., and paid by the Tennessee Department of
Environment and Conservation (TDEC).  Agricenter International, Inc. (hereinafter referred to as
Agricenter), is a nonprofit corporation located in Memphis, Tennessee.  Agricenter received a TDEC
Innovative Technology (landfill) Grant in fiscal year 1997 in the amount of $370,000 solely to purchase
an innovative material, a blended soil aggregate produced from a byproduct of the processing of
cottonseed.  This material was purchased from Extrusion Technologies, Inc., for the purpose of capping
the Shelby County landfill in place of topsoil or clay.

This review was initiated after Extrusion Technologies alleged that Agricenter had not paid it for
services it had provided to Agricenter.  At that time in March 1999, TDEC had paid Agricenter a total of
$768,000 ($370,000 in reimbursements for expenses allegedly incurred under the TDEC landfill grant and
$398,000 in reimbursements for expenses allegedly incurred under a TDEC recycling grant).

Our review of the landfill grant revealed that in 1997, Agricenter’s president, with assistance
from the president of Extrusion Technologies, misrepresented the true cost of the material to TDEC.  As
represented to TDEC during the negotiations and documented in Agricenter’s proposed landfill grant
budget, Agricenter’s cost for the material would be $385,000 (110,000 cubic yards @ $3.50 per cubic
yard).  In fact, Agricenter and Extrusion Technologies had previously negotiated a side agreement for
Agricenter to purchase the material from Extrusion Technologies for only $185,000 ($1.68 per cubic
yard) and have it delivered to the landfill for $55,000 ($0.50 per cubic yard).  After the start of the grant
period, January 1, 1997, Agricenter immediately submitted an invoice to TDEC for $385,000.  There did
not appear to be any business reason for Agricenter to submit the overstated invoice other than to divert
grant funds to unjustly enrich Agricenter.  Disbursement of the entire grant amount at that time would
have enabled Agricenter to improperly divert $185,000.  The purpose of the grant was not to provide
Agricenter with funding in excess of the cost of the material or to offset/fund Agricenter’s administrative
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costs, but rather to assist Agricenter in the ongoing development of new technology by providing funds
solely for the purchase of the innovative material.

The receipt of the extra $185,000 did not occur in January 1997 as Agricenter’s president had
planned.  After receiving the invoice for the material totaling $385,000, TDEC only paid one-half,
consistent with the department’s practice of paying half of each invoice to ensure that Agricenter
provided the full amount of its matching in-kind contributions.  Furthermore, the department’s system of
disbursing the grant funds to Agricenter meant that invoices for Agricenter’s matching expenses, for
items such as infrastructure and delivery costs, would have to be submitted before the entire $370,000 in
grant funds would be disbursed.  The delivery of material to the landfill was initiated in the summer of
1997, and other than the application of grass seed, the project was completed in December 1997.

In a further development, in the latter part of 1997, Agricenter and its external auditor determined
that the amount of material actually used to cap the landfill was less than half the amount on Agricenter’s
invoice to TDEC in January 1997.  This lesser amount of material used on the project resulted in less
money “due to” Extrusion Technologies from Agricenter per the side agreement, which was based on the
amount of material actually used.  Other agreements (real estate leases) between Agricenter and Extrusion
Technologies were also affected because they too were based on the amount of material sold by Extrusion
Technologies.  Because a lesser amount of material was used, Agricenter’s external auditor determined
that Extrusion Technologies had been overpaid by Agricenter because Extrusion had already received
$185,000 relating to its material and hauling of 110,000 cubic yards originally estimated.  After being
notified of the overpayment, Extrusion Technologies’ president replied to Agricenter and its external
auditor on December 12, 1997, that he had revised the material invoice downward to reflect the actual
amount delivered.  Extrusion Technologies’ president also changed his position on the cost of the
material.  He notified Agricenter that he was, in essence, no longer willing to provide the material to them
at a discounted price (for $1.68 per cubic yard) per the side agreement.  By increasing the unit price,
Extrusion Technologies was offsetting the reduction in material used to maintain the total cost of the side
agreement.

Until this notification from Extrusion Technologies, Agricenter and its external auditor had not
notified or consulted with TDEC in regard to the deficit in the actual material used.  In fact, the external
auditor did not even mention the difference between the side agreement and the grant budget in his audit
report on Agricenter for the year ended June 30, 1997.  It appears that the deficit and the differences
between the side agreement and the grant budget were not significant issues with Agricenter and its
external auditor until Extrusion Technologies’ president was no longer willing to honor the original side
agreement and notified them that he was submitting a revised invoice.  Upon TDEC’s receipt of the
revised invoice, Agricenter was then faced with deficiencies in the material expenses and in its matching
in-kind contributions.  It appears that Agricenter representatives, realizing that the department might learn
of the revised invoice, presented the revised invoice to the department and sought to overcome the
shortfall through other purported expenses.

In light of this reduction in the amount of material used, the position change of Extrusion
Technologies, and the lack of its matching in-kind contributions, Agricenter initiated renegotiations of the
grant budget between Agricenter and TDEC.  During the renegotiations in December 1997, Agricenter’s
president and external auditor discussed the reduction in the actual amount of material needed for the
landfill project and significant offsetting expenses related to Agricenter’s alleged management and
administration of the grant, but Agricenter’s president and external auditor did not disclose the side
agreement to TDEC.  At that point, TDEC agreed to reimburse Agricenter for other items it understood to
be true costs of Agricenter.  In fact, some of the renegotiated items were actually paid for by Shelby



Page Three
November 22, 2002

County and did not even pertain to the landfill project.  Another renegotiated item was the result of an
exchange without a cash outlay by Agricenter.  Agricenter’s president and external auditor remained
silent during the meeting with TDEC staff, although Agricenter representatives knew that Agricenter had
not incurred any true costs associated with some of the items.  Ultimately, both the misrepresentations by
Agricenter regarding the cost of the material and hauling and the later omission of facts by Agricenter
regarding the renegotiated items resulted in TDEC’s overpayment to Agricenter.

Agricenter’s president stated that TDEC knew and approved of the side agreement from the
beginning.  However, if TDEC had known about the side agreement, “a written approval of the State” was
required according to the grant contract.  As of the date of this report, no documentation has been found
to support the alleged approval by the state.  Furthermore, he stated that the grant award was merely
payment for Agricenter’s performance in showing an innovative use for what would otherwise be a waste
product.  However, had the grant really been based solely on performance, Agricenter would not have had
to explain the reduction in materials. The reduction would have been irrelevant.  If TDEC had known
about the side agreement, no budget renegotiations would have been necessary because the department
would have already known that it was paying much more than Agricenter’s actual costs.  Hence, based on
presently available information, TDEC was not aware of the side agreement.  Furthermore, the provisions
of the side agreement were contrary to TDEC’s apparent intentions as evidenced by relevant
documentation and consistent statements and actions of TDEC staff, which initially were to disburse grant
funds solely for the material used in the project.

In regard to the actions of TDEC staff concerning the landfill grant contract, this review
determined that department staff acted in good faith.  TDEC staff had no reason to suspect that the
original invoice of $385,000 did not represent Agricenter’s true project costs until the end of the project in
December 1997.  At that time, Agricenter’s representatives disclosed the reduction in materials and
presented TDEC staff with a request to consider additional expenses for reimbursement.  TDEC staff had
no reason to doubt the validity of the additional expenses presented.  TDEC staff renegotiated those items
to be reimbursed after it was disclosed that the project had been completed with less than half of the
estimated materials.  In assisting Agricenter in revising the grant budget and in efforts to close out the
grant, TDEC staff, without knowledge of the true nature of the costs, agreed to reimburse Agricenter for
some items that did not involve a cash outlay by Agricenter.

TDEC staff clearly intended to reimburse Agricenter for its actual costs related to both the
material and hauling, in good faith relied on Agricenter’s representations related to those costs, and
embodied what they understood to be Agricenter’s true costs in the renegotiated grant budget.  Thus, it
would be improper for TDEC to reimburse Agricenter for expenses that TDEC did not intend to pay and
that Agricenter did not incur.  The primary transaction in the landfill grant was the acquisition of the
material for capping the landfill.  The actions of Agricenter and Extrusion Technologies call into question
the credibility of all of their representations to the department, including the true costs of the material.
Extrusion Technologies could not provide documentation to support its cost in the material.  In fact, there
apparently were no substantial costs for moving the material.  Extrusion Technologies was paid to remove
the material from the company that originally produced it.  Under the circumstances, the best evidence of
the true cost of the material appears to be the side agreement between Agricenter and Extrusion
Technologies.  Because the actual costs to Agricenter for material and hauling are embodied in the side
agreement, not the renegotiated grant budget, the side agreement should become the basis for
reimbursement for those items.  On the basis of the side agreement, the unit price per cubic yard for
material and delivery to the landfill site was $2.18 (material unit costs of $1.68 plus hauling costs of
$0.50).  Agricenter’s representatives did not extend this price to the state.  We determined from the load
tickets that the actual amount of material used was 47,871 cubic yards.  Therefore, upon extending this
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amount to the grant contract, the amount eligible for state reimbursement should be $104,359 (47,871
cubic yards @ $2.18).  All other expenses totaling $265,641 were ineligible because Agricenter did not
incur the costs.

In light of the misrepresentations made by Agricenter’s representatives, we submitted our
findings to the Office of the State Attorney General and the Office of the District Attorney General,
Thirtieth Judicial District (Shelby County), on May 1, 2001.  On July 23, 2002, Agricenter’s president,
Extrusion Technologies’ president, and Agricenter’s external auditor were indicted on charges of theft of
property over $60,000 and conspiracy to commit theft of property over $60,000.  A trial date has not been
set as of the date of this report.

Regarding the recycling grant, the review determined that Agricenter invoiced TDEC for
administrative costs that were both estimated, rather than actual expenses, and outside the grant period.
Agricenter also failed to maintain its recycling operations for the required five-year period.  These issues
resulted in additional overpayments of $156,276 to Agricenter.

The report recommends that Agricenter repay TDEC a total of $421,917 ($265,641 related to
landfill grant overpayments and $156,276 related to recycling grant overpayments).

Sincerely,

John G. Morgan
Comptroller of the Treasury

JGM/ct
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ORIGIN OF THE REVIEW

In March 1999, the Office of the Comptroller of the Treasury received information that the Tennessee
Department of Environment and Conservation (TDEC) had reimbursed Agricenter International, Inc.
(Agricenter), for grant expenses that Agricenter had not incurred.  Agricenter is a nonprofit corporation
located in Memphis, Tennessee.  This matter was referred to TDEC’s Division of Internal Audit, which
reviewed all TDEC grants to Agricenter.  At that time, Agricenter had received two TDEC grants in fiscal
year 1997: a $370,000 landfill grant to cap the Shelby County landfill and a $398,000 recycling grant to
establish a regional recycling center in Shelby County.  The combined total of the two grants was
$768,000.

TDEC’s Internal Audit Division determined that Agricenter had received reimbursement for expenses that
it had not incurred and reported its findings on June 15, 1999.  The total questioned amount determined
by TDEC’s internal audit was $322,374.

Agricenter responded to the TDEC internal audit with a “Grant Audit Position Paper” on August 2, 1999.
Agricenter’s response stated that it had relied on advice, guidance, and authorization from TDEC officials
at all times and contended that a repayment to TDEC was not warranted.  Therefore, the Division of State
Audit initiated an independent review of the actions and documentation of both Agricenter and TDEC.

OBJECTIVES OF THE REVIEW

The objectives of the review included determining, based on presently available information, the nature
and extent of any possible improprieties relating to the claims for reimbursement submitted by
Agricenter, and paid by TDEC, under both the landfill grant and the recycling grant.  The objectives
further involved determining any possible errors and omissions on the part of TDEC officials and
identifying possible weaknesses in TDEC’s internal controls over the payment of grant funds to grantees.



In addition, the objectives included reporting the results of the review to TDEC management and referring
the findings, if appropriate, to the Office of the State Attorney General and other relevant state agencies.

SCOPE OF THE REVIEW

Division of State Audit staff reviewed TDEC’s internal audit reports and demand letters and Agricenter’s
response; interviewed current and former TDEC officials, Agricenter’s representatives, and Agricenter’s
vendors; examined TDEC’s grant files and available supporting documentation relating to Agricenter’s
invoices to TDEC; and traced TDEC payments to Agricenter.

RESULTS OF THE REVIEW

The primary findings of the review are the following:

• Our review of the landfill grant revealed that in 1997, Agricenter’s president, with assistance from the
president of Extrusion Technologies, misrepresented the true cost of the material to TDEC.  As
represented to TDEC during the negotiations and documented in Agricenter’s proposed landfill grant
budget, Agricenter’s cost for the material would be $385,000 (110,000 cubic yards @ $3.50 per cubic
yard).  In fact, Agricenter and Extrusion Technologies had previously negotiated a side agreement for
Agricenter to purchase the material from Extrusion Technologies for $185,000 ($1.68 per cubic yard)
and have it delivered to the landfill for $55,000 ($0.50 per cubic yard).  After the start of the grant
period, January 1, 1997, Agricenter immediately submitted an invoice to TDEC for $385,000.  There
did not appear to be any business reason for the submission of the overstated invoice for $385,000
other than to divert $185,000 in grant funds to unjustly enrich Agricenter.  The purpose of the grant
was not to provide Agricenter with funding in excess of the actual cost of the material or to
supplement Agricenter’s administrative costs, but rather to assist Agricenter in the ongoing
development of new technology by providing funds solely for the purchase of the innovative material.

• The receipt of the extra $185,000 did not occur in January 1997 as Agricenter’s president had
planned.  After receiving the invoice for the material totaling $385,000, TDEC only paid one-half,
consistent with the department’s practice of paying half of each invoice to ensure that Agricenter
provided the full amount of its matching in-kind contributions.  Furthermore, the department’s system
of disbursing the grant funds to Agricenter meant that invoices for Agricenter’s matching expenses,
for items such as infrastructure and delivery costs, would have to be submitted before the entire
$370,000 in grant funds would be disbursed.  The delivery of material to the landfill was initiated in
the summer of 1997, and other than the application of grass seed, the project was completed in
December 1997.

• In a further development, in the latter part of 1997, Agricenter and its external auditor determined that
the amount of material actually used to cap the landfill was less than half the amount on Agricenter’s
invoice to TDEC in January 1997.  This lesser amount of material used on the project resulted in less
money “due to” Extrusion Technologies from Agricenter per the side agreement, which was based on
the amount of material actually used.  Other agreements (real estate leases) between Agricenter and
Extrusion Technologies were also affected because they too were based on the amount of material
sold by Extrusion Technologies.  Because a lesser amount of material was used, Agricenter’s external
auditor determined that Extrusion Technologies had been overpaid by Agricenter because Extrusion
had already received $185,000 relating to its material and hauling of 110,000 cubic yards originally
estimated.  After being notified of the overpayment, Extrusion Technologies’ president replied to
Agricenter and its external auditor on December 12, 1997, that he had revised the material invoice



downward to reflect the actual amount delivered.  Extrusion Technologies’ president also changed his
position on the cost of the material.  He notified Agricenter that he was, in essence, no longer willing
to provide the material to them at a discounted price (for $1.68 per cubic yard) per the side
agreement.  By increasing the unit price, Extrusion Technologies was offsetting the reduction in
material used to maintain the total costs of the side agreement.

• Until this notification from Extrusion Technologies, Agricenter and its external auditor had not
notified or consulted with TDEC in regard to the deficit in the actual material used.  In fact, the
external auditor did not even mention the difference between the side agreement and the grant budget
in his audit report on Agricenter for the year ended June 30, 1997.  It appears that the deficit and the
differences between the side agreement and the grant budget were not significant issues with
Agricenter and its external auditor until Extrusion Technologies’ president was no longer willing to
honor the original side agreement and notified them that he was submitting a revised invoice.  Upon
TDEC’s receipt of the revised invoice, Agricenter was then faced with deficiencies in the material
expenses and in its matching in-kind contributions.  It appears that Agricenter representatives,
realizing that the department might learn of the revised invoice, presented the revised invoice to the
department and sought to overcome the shortfall through other purported expenses.

• The subsequent disclosure of the change in material to TDEC would have significantly reduced the
unjust benefits Agricenter was to receive from its originally overstated invoice for $385,000.  The
deduction of the unused material from the invoice brought the stated costs of material used down
from $385,000 to $179,448.50.  Based on presently available information, Agricenter’s president and
external auditor, in an effort to avoid this reduction of payments and to obtain the grant funds still
outstanding, represented that it had incurred significant other costs on the project and requested that
those other costs be considered for reimbursement.  TDEC, in good faith, agreed to amend the grant
budget to allow Agricenter to be reimbursed for additional items other than the material.

• The budget amendment process occurred in December 1997, after the material had been moved and
placed in the landfill and all that remained was seeding the area.   Agricenter’s president and external
auditor maintained that additional items for which they sought reimbursement were final costs and
were supported by adequate documentation.  At that point, TDEC agreed to reimburse Agricenter for
other items it reasonably understood to be true costs of Agricenter.  In fact, some of the renegotiated
items were actually paid for by Shelby County and did not even pertain to the landfill project.
Another renegotiated item was exchanged without a cash outlay by Agricenter. Agricenter’s
representatives remained silent, although the representatives knew that Agricenter had not incurred
any true costs associated with some of the items.  Ultimately, both the misrepresentations by
Agricenter regarding the cost of the material and hauling and the later omission of facts by Agricenter
regarding the renegotiated items resulted in TDEC’s overpayment to Agricenter.

• Agricenter’s revised totals for cubic yards of material and associated hauling costs were overstated.
After its external audit, Agricenter reported to TDEC that 51,271 cubic yards of material had been
actually used on the landfill project, instead of the 110,000 cubic yards that Agricenter had originally
invoiced TDEC for.  TDEC reimbursed Agricenter for 51,271 cubic yards at a rate of $3.50 per cubic
yard.  This review determined that only 47,871 cubic yards were actually used, a difference of 3,400
cubic yards.  The unit cost of $3.50 per cubic yard does not appear to be based on any reasonable
market valuation.  In fact, Extrusion Technologies could not provide the auditors its costs associated
with the material or its basis for developing its rate of $3.50 per cubic yard.  Thus, the $3.50 rate must
be regarded as subjectively established without reference to market value.

• In amending the landfill grant budget in December 1997, TDEC officials agreed to reimburse
Agricenter for other items it understood to be true costs of Agricenter.  The department agreed to
reimburse Agricenter $94,403 for road construction costs, which had actually been paid by Shelby



County, and $26,000 for the use of a tractor, which had been obtained through a barter exchange with
United Equipment, Inc.  As a result, Agricenter was also overpaid a total of $120,403.

• Agricenter’s president stated that TDEC knew and approved the side agreement from the beginning.
However, if TDEC had known about the side agreement, “a written approval of the State” was
required according to the grant contract.  As of the date of this report, no documentation has been
found to support the alleged approval by the state.  Furthermore, he stated that the grant award was
merely payment for Agricenter’s performance in showing an innovative use for what would otherwise
be a waste product.  However, had the grant really been based solely on performance, Agricenter
would not have had to explain the reduction in materials. The reduction would have been irrelevant.
If TDEC had known about the side agreement, no budget renegotiations would have been necessary
because the department would have already known that it was paying much more than Agricenter’s
actual costs.  Hence, based on presently available information, TDEC was not aware of the side
agreement.  Furthermore, the provisions of the side agreement were contrary to TDEC’s apparent
intentions as evidenced by relevant documentation and consistent statements and actions of TDEC
staff, which were to disburse grant funds solely for the material used in the project.

• In regard to the actions of TDEC staff concerning the landfill grant contract, this review determined
that department staff acted in good faith.  TDEC staff had no reason to suspect that Agricenter’s
invoices did not represent Agricenter’s true costs and also had no reason to doubt the information
provided to them by Agricenter during the budget renegotiations.  Based on presently available
information, we determined that TDEC staff did not knowingly authorize the reimbursement of
Agricenter for expenses it did not incur.  In fact, TDEC staff agreed to reimburse Agricenter only for
those items that they understood to be true costs of Agricenter.  We also determined that TDEC staff
did not provide Agricenter inaccurate information relating to grant terms and conditions,
documentation requirements, or cost methodologies.

• TDEC staff clearly intended to reimburse Agricenter for its actual costs related to both the material
and hauling, in good faith relied on Agricenter’s representations related to those costs, and embodied
what they understood to be Agricenter’s true costs in the renegotiated grant budget.  Thus, it would be
improper for TDEC to reimburse Agricenter for expenses that TDEC did not intend to pay and that
Agricenter did not incur.  The primary transaction in the landfill grant was the acquisition of the
material for capping the landfill.  The actions of Agricenter and Extrusion Technologies call into
question the credibility of all of their representations to the department, including the true cost of the
material.  Extrusion Technologies could not provide documentation to support their cost in the
material.  In fact, there apparently were no substantial costs for moving the material.  Extrusion
Technologies was paid to remove the material from the company that originally produced it.  Under
the circumstances, the best evidence of the true cost of the material appears to be the side agreement
between Agricenter and Extrusion Technologies.

• Because the actual costs to Agricenter for material and hauling are embodied in the side agreement,
not the renegotiated grant budget, the side agreement should become the basis for reimbursement for
those items.  On the basis of the side agreement, the unit price per cubic yard for material and
delivery to the landfill site was $2.18 (material unit costs of $1.68 plus hauling costs of $0.50).
Agricenter’s representatives did not extend this price to the state.  We determined from the load
tickets that the actual amount of material used was 47,871 cubic yards.  Therefore, upon extending
this amount to the grant contract, the amount eligible for state reimbursement should be $104,359
(47,871 cubic yards @ $2.18).  All other expenses totaling $265,641 were ineligible because
Agricenter did not incur the costs.

• Agricenter terminated the recycling operation after three years.  The recycling grant specified that
Agricenter would continue to perform recycling operations for four years after the grant, for a total of



five years of operations.  According to the grant contract, if recycling operations ceased, Agricenter
would be required to reimburse the department for a pro rata share of the equipment (20% per year)
based on the years the equipment was not used.  Because the remaining two years of operations did
not occur, 40% was not utilized.  Therefore, the department is due a reimbursement from Agricenter
of $75,409 (40% of the $188,522 equipment cost).

• Agricenter claimed $110,667 in management and administrative costs associated with the recycling
grant.  These reported costs were both estimated, rather than actual expenses, and outside the grant
period.  The purported expenses were not supported by adequate documentation of actual costs and
were estimated over the five-year period of recycling operations, not the one-year grant period.
Because the grant contract specified that grant funds could only be used for costs incurred during the
grant period, estimated future costs are not eligible for reimbursement.  To credit Agricenter with a
reasonable amount of administrative costs it likely incurred, this review referred to TDEC’s recycling
grant guidelines, which limit administrative costs to 10 percent of total grant awards.  Since the grant
was $398,000, 10 percent would be $39,800.  Therefore, TDEC overpaid Agricenter $70,867, the
difference in the estimated five-year costs of $110,667 and the allowable costs of $39,800 for the one-
year grant.

• Agricenter claimed $10,000 in program development and training costs associated with the recycling
grant.  Agricenter’s response was that it would continue to incur costs, presumably for training
connected with the recycling grant.  Agricenter did not have any support for these claimed expenses,
and therefore, TDEC should request that Agricenter repay the $10,000.

RECOMMENDATIONS

The report recommends that Agricenter repay TDEC a total of $421,917 ($265,641 related to landfill
grant overpayments and $156,276 related to recycling grant overpayments).

This review resulted in eight recommendations to the department designed to strengthen TDEC’s internal
controls related to grant administration.  The recommendations include the development of appropriate
policies and procedures, definitions, and checklists, and the implementation of effective supervisory
monitoring and oversight.  This review also recommended that TDEC management consider barring
Agricenter from receiving future grants from the state.

REFERRAL

In light of the misrepresentations made by Agricenter’s representatives, we submitted our
findings to the Office of the State Attorney General and the Office of the District Attorney General,
Thirtieth Judicial District (Shelby County), on May 1, 2001.  On July 23, 2002, Agricenter’s president,
Extrusion Technologies’ president, and Agricenter’s external auditor were indicted on charges of theft of
property over $60,000 and conspiracy to commit theft of property over $60,000.  A trial date has not been
set as of the date of this report.

“Audit Highlights” is a summary of the special report.  To obtain the complete special report, please contact

Comptroller of the Treasury, Division of State Audit
1500 James K. Polk Building, Nashville, TN  37243-0264

(615) 401-7897

Special investigations are available on-line at www.comptroller.state.tn.us/sa/reports/index.html.
For more information about the Comptroller of the Treasury, please visit our Web site at

www.comptroller.state.tn.us.
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Department of Environment and Conservation
Division of Solid Waste Assistance

Review of Improper Grant Reimbursement Claims
Submitted by Agricenter International, Inc.

November 2002

INTRODUCTION

ORIGIN OF THE REVIEW

In March 1999, the Office of the Comptroller of the Treasury received information that
the Tennessee Department of Environment and Conservation (TDEC) had reimbursed Agricenter
International, Inc., for grant expenses that the company had not incurred.  Agricenter
International, Inc. (hereinafter referred to as Agricenter), is a nonprofit company located in
Memphis, Tennessee.  The information was referred to TDEC’s Division of Internal Audit,
which reviewed all TDEC grants to Agricenter.  At that time, Agricenter had received two TDEC
grants, a landfill grant in 1997 for $370,000 to cap the Shelby County landfill and a recycling
grant, also in 1997, for $398,000 to establish a regional recycling center in Shelby County.  The
two grants together totaled $768,000.

TDEC’s Internal Audit Division issued two audit reports, one on each grant, on June 15,
1999. (See Exhibits 1 and 2.)  With reference to the landfill grant, on June 23, 1999, TDEC
issued a demand letter to Agricenter requesting repayment of $187,453, the overpayment
determined by TDEC’s internal auditors to be due the department.  Regarding the recycling
grant, also on June 23, TDEC issued a second demand letter to Agricenter requesting repayment
to TDEC of $134,921, the overpayment determined by TDEC’s internal auditors to be due the
department.  Thus, the questioned amount totaled $322,374.

Agricenter responded to the two internal audit reports and the two demand letters with a
“Grant Audit Position Paper” to TDEC on August 2, 1999.  (See Exhibit 3 for the text of
Agricenter’s response.)  Because Agricenter’s response stated that Agricenter representatives had
relied on advice, guidance, and authorization from TDEC officials at all times, the Division of
State Audit initiated an independent review of the actions and documentation of both Agricenter
and TDEC.

OBJECTIVES OF THE REVIEW

The objectives of the review were

• to determine, based on presently available information, the nature and extent of any
possible improprieties relating to the claims for reimbursement submitted by
Agricenter, and paid by TDEC, under both the landfill and the recycling grants;
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• to determine any possible errors and omissions on the part of TDEC officials;

• to identify any possible weaknesses in TDEC’s internal controls over the payment of
grant funds to grantees;

• to report the results of our review to TDEC management and recommend appropriate
action to correct any deficiencies; and

• to refer the findings, if appropriate, to the Office of the State Attorney General and
other relevant state agencies.

SCOPE OF THE REVIEW

We reviewed TDEC’s internal audit reports and demand letters and Agricenter’s
response.  We interviewed relevant current and former TDEC officials as well as Agricenter’s
president, Mr. James B. Wadlington; Agricenter’s chief financial officer, Mr. Billy Carter;
Agricenter’s external auditor, Mr. John D. Davis, Jr., CPA; and Extrusion Technologies, Inc.’s
president, Mr. James Downing.  Officials from vendors to Agricenter—Brown Trucking, Inc.;
Canyon Equities, Inc.; Continental Engineering, Inc.; and United Equipment, Inc.—were also
interviewed, as were officials from the Shelby County Department of Finance and
Administration and the Shelby County Roads and Bridges Department.

We examined the landfill grant, effective January 1, 1997, as well as the two amendments
to that grant.  (See Exhibits 4, 5, and 6.)  We also examined the recycling grant, effective July 1,
1996, as well as the sole amendment to that grant.  (See Exhibits 7 and 8.)  We reviewed all
documentation contained in TDEC’s landfill grant and recycling grant files.

We reviewed copies of all reimbursement invoices submitted by Agricenter to TDEC
under both grant contracts.  We examined copies of all supporting documentation provided to us
by Agricenter.  We also traced TDEC payments to Agricenter through the corresponding
Automated Clearing House payment documentation.

BACKGROUND

Agricenter International, Inc.

Agricenter International, Inc. (Agricenter), is a nonprofit corporation located in Memphis.
According to corporation documents filed with the Tennessee Secretary of State, the corporation
was created in 1979 under the name Mid-South Agri-Center, Inc., and was renamed Agricenter
International, Inc., in 1982.  The corporation is located on a 1,000-acre tract adjacent to the
Shelby County Penal Farm property.  It leases that land from the Shelby County Agricenter
Commission, which was created by Chapter 141 of the Private Acts of the State of Tennessee,
enacted in 1981.  According to Agricenter’s charter (amended and restated most recently in
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1984), the purposes for which the corporation is organized are the promotion of educational and
applied research endeavors intended for the improvement of agriculture worldwide by the
establishment of an Agricenter at Memphis, Tennessee.  The 1984 charter also stated that the
corporation’s purpose is to provide one convenient location for exhibition, demonstration,
research, and educational and meeting use for the agri-business industry.  Agricenter is governed
by a board of trustees.

Innovative Technology Grants

In fiscal year 1997 (July 1, 1996 – June 30, 1997), pursuant to Chapter 846 of the Public
Acts of the State of Tennessee, enacted in 1966, TDEC initiated an Innovative Technology Grant
program.  TDEC offered matching grants to persons to promote the development of new
technology for solid waste and recovered materials management, the use of solid waste as a fuel
substitute, or innovative solid waste management infrastructure development.  Matching grants
require grantees to match the grant funds awarded to them with “in-kind” contributions directly
related to the completion of the project.  In-kind contributions may include out-of-pocket
expenses, as well as donated materials, facilities, and services.  TDEC’s Division of Solid Waste
Assistance was responsible for administering the grant program.  The division stated that its
priorities for 1997 were projects that contributed significantly to (1) source reduction/waste
prevention; (2) development of efficient, cost-effective recycling/composting infrastructures; and
(3) efficient, cost-effective end-use markets for recyclables.

In fiscal year 1997, TDEC awarded three Innovative Technology Grants totaling
$595,000.  TDEC awarded $370,000 (62%) to Agricenter; $125,000 (21%) to Signal Mountain
Cement in Chattanooga; and $100,00 (17%) to County Plastics in Gainesboro.  The grant to
Agricenter (the landfill grant) was for the purpose of capping the Shelby County landfill using
innovative material in place of topsoil or clay.  TDEC approved the landfill grant to Agricenter
so that Agricenter could utilize wastes for further processing that would create a blended
aggregate top soil as cover for the county’s landfill, resulting in the conversion of the county’s
property next to Agricenter into land with multiple uses.  The material to be used by Agricenter
was a blended soil aggregate material produced from a by-product of the cotton milling process.
The material would purportedly result in substantial savings over the estimated cost of capping
the landfill using traditional materials.  The county would receive benefit from the project if the
material proved suitable as a replacement for topsoil.  Although Agricenter and Extrusion
Technologies were expected to contribute matching expenses, both were positioned to gain from
future sales of the material.

Materials Recovery Facility Grants

Also in fiscal year 1997, TDEC awarded four Materials Recovery Facility Grants totaling
$1,195,500.  TDEC awarded $398,000 (33%) to Agricenter; $397,500 (33%) to the Town of
Jonesborough; $212,000 (18%) to Williamson County; and $188,000 (16%) to North Central
Recycling in Hartsville.  The grant to Agricenter (the recycling grant) was for the purpose of
establishing a facility for processing recyclable materials from multiple local governments.
TDEC funded the total budget of $398,000 for the recycling grant.
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TDEC  Invoice for Reimbursement Form

TDEC’s invoice for reimbursement form is designed for the reimbursement of actual
expenses incurred.  (See Exhibit 9.)  The form is entitled “State of Tennessee Invoice for
Reimbursement,” and it provides seven columns for recording budget amounts, expenses,
payments, and grant amounts.  Column #3 refers directly to “actual expenditures,” and column
#4 refers to “payments invoiced to date.”  On the back of the state reimbursement form are
instructions for completing the form.  The instructions for column #3 (“cumulative year-to-date
actual expenditures”) states, “Total amount spent to date for each budget line item.”

The three signature lines on the form are for the grantee’s authorized representative who
submits the invoice, the TDEC staff member who reviews the invoices, and the TDEC staff
member who approves the invoice for payment.  Above the “Grantee’s Authorized Signature”
line is the printed statement, “I certify to the best of my knowledge and belief that all
expenditures were made in accordance with contract conditions and that payment is due and has
not been previously requested.”  According to TDEC program staff, the contract and the
reimbursement form were established to ensure that costs were actually incurred and paid prior
to the submission of those expenses for reimbursement by TDEC.

Over the life of the landfill grant, Agricenter submitted three invoices, which together
equaled the entire grant amount of $370,000.  Mr. Carter, Agricenter’s chief financial officer,
signed each invoice as Agricenter’s authorized signatory.  TDEC paid Agricenter through
electronic fund transfers.

With regard to the recycling grant, Agricenter submitted six invoices, which together
equaled the entire grant amount of $398,000.  Mr. Wadlington, Agricenter’s president, signed the
first invoice, while Mr. Carter signed the remaining five invoices.  As with the landfill grant,
TDEC paid Agricenter through electronic fund transfers.

DETAILS OF THE REVIEW

LANDFILL GRANT ISSUES

Materially Misleading Proposed Budget

From our review, we determined that the initial budget submitted to the department
regarding the costs of the project to be incurred by Agricenter was materially misleading.
Specifically, the budget prepared and submitted by Agricenter’s representatives did not
accurately reflect the true costs associated with the “materials” line item for the project.  The
budget submitted by Agricenter in December 1996, and approved by the state effective January
1, 1997, clearly indicated that the cost of the blended aggregate materials would be $385,000.
On the face of this document, it was clear that the cost of materials to Agricenter would be
$385,000.  The budget also clearly specified that TDEC grant funds totaling $370,000 were
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solely allocated for the $385,000 “materials” purchase.  Additionally, the budget indicated that
all other costs, including those associated with the equipment and labor of the project, would be
borne by Agricenter as an in-kind match.  (See Exhibit 4.)

This understanding of the nature of material costs is supported by Agricenter’s response
to the department’s internal audit report, which states that “Agricenter contracted with Extrusion
Technologies to purchase [emphasis added] 110,000 cubic yards of blended aggregate materials
at $3.50 per cubic yard.”  Although no written contract supports this specific agreement between
Agricenter and Extrusion Technologies, Mr. Wadlington stated that this agreement existed.
However, a written side agreement corresponding to the “materials” transaction between
Agricenter and Extrusion Technologies, dated December 16, 1996, reflects a far different
understanding.  (See Exhibit 10.)

A timeline of events related to the landfill grant is exhibited in this report.  (See Exhibit
11.)

Prior Written Side Agreement between Agricenter and Extrusion Technologies

In a prior written side agreement effective December 16, 1996, Mr. Downing, president
of Extrusion Technologies, agreed to provide Agricenter 110,000 cubic yards of material
“delivered to the landfill site sufficient to complete the job” for $240,000.  The side agreement,
entitled “Agreement for Detailing Grant Operations,” stated that it was “made and entered into”
on December 16, 1996, “as expanded explanation of the Innovative Technology grant operations
agreement,” and that it “related to the State of Tennessee Innovative Technology Grant in the
amount of $370,000.”  The document was dated January 16, 1997, and was signed by Mr.
Downing for Extrusion Technologies and Mr. Wadlington for Agricenter.

Pursuant to the side agreement, the $240,000 represented the cost of the material and
delivery to the landfill site.  To determine the cost of the material alone, we reviewed associated
documents related to the relationship between Agricenter and Extrusion Technologies and
interviewed both Mr. Wadlington and Mr. Downing.  The cost of the material can be derived
from the following information.  First, pursuant to a 1994 lease agreement between Agricenter
and Extrusion Technologies, Extrusion Technologies was obligated to pay Agricenter $0.50 per
cubic yard of finished product sold.  Based on 110,000 cubic yards, Extrusion Technologies was
obligated to pay Agricenter $55,000.  Second, according to our interviews with both Mr.
Wadlington and Mr. Downing, Extrusion Technologies verbally agreed to deliver the material to
the landfill site for the same amount as its obligation under the lease agreement: $55,000.  Since
Extrusion Technologies owed Agricenter $55,000 based on the $0.50 per cubic yard surcharge
under the terms of its 1994 lease agreement, and since Agricenter owed Extrusion Technologies
$55,000 for hauling per their verbal agreement, the two amounts cancelled each other out, with a
net of zero.  Thus, according to Mr. Wadlington and Mr. Downing, they agreed that Agricenter
could retain the $55,000.  Consequently, the cost of the material to Agricenter was $185,000
($240,000 less $55,000 = $185,000), or $1.68 per cubic yard, based on the amount of 110,000
cubic yards.
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According to the side agreement, Agricenter would receive $111,000 for “operations and
maintenance” (30 percent of $370,000), and $18,500 was to be distributed to the project’s
consultant.  The remaining $500 of the $370,000 was not allocated in the side agreement.

Further, a handwritten summary dated December 19, 1996, and entitled “landfill budget”
appears very similar to the side agreement and provides additional support for the intentions of
the agreement between Mr. Wadlington and Mr. Downing (see Exhibit 25).  Mr. Wadlington
stated that he prepared this document, and Mr. Downing acknowledged that he initialed the
document.  The handwritten summary appears to further contradict the landfill grant provisions,
which specify that the state would only pay for the 110,000 cubic yards of material.  All other
costs of the landfill grant, including labor, equipment, and hauling of materials, were to be borne
by Agricenter or given to Agricenter as donations to fulfill the matching requirements of the
grant.  The handwritten summary details the planned disbursements of the $370,000 landfill
grant among the parties, contrary to the agreement with the state.  According to the summary,
Agricenter was to receive $166,000 ($111,000 plus $55,000 relating to the prior contract
between Agricenter and Extrusion Technologies); Extrusion Technologies was to receive
$185,000, which was “enough to cap the landfill”; and $18,500 would be disbursed to Mr.
Michael Vaughn, Agricenter’s grant consultant.  The handwritten summary was obtained from
the working papers of certified public accountant Mr. John D. Davis, Jr., with whom Agricenter
had contracted to perform the annual audit of Agricenter International for the year ended June
30, 1997.

Agricenter established a separate bank account for receipt of state grant disbursements
and for payment of grant expenses.  Payments out of Agricenter’s designated bank account
containing the grant reimbursements of $370,000 (three deposits) directly reflect this side
agreement rather than the original and renegotiated grant budgets.  Extrusion Technologies was
paid $185,000, and the consultant was paid $18,500.  The remaining funds of $166,500
(consisting of Agricenter’s operations and management expenses of $111,000, the $55,000 due
from Extrusion Technologies, and the unallocated $500) were paid to Agricenter’s operating
account.

Extrusion Technologies’ Position

Mr. Downing stated that his company, Extrusion Technologies, was a “subcontractor” of
Agricenter’s and that it was not a party to the grant between the department and Agricenter.
According to Mr. Downing, he agreed to supply Agricenter 110,000 cubic yards of material for
$185,000 ($1.68 per cubic yard) and to deliver the material to the landfill site in lieu of paying
Agricenter $55,000 under their lease agreement.  According to Mr. Downing, there never was an
agreement that Agricenter would purchase 110,000 cubic yards of material at $3.50 per cubic
yard.  However, it is his position that the “fair market value” for the materials was $385,000.
Mr. Downing stated that in order to sell his product and remain in the project for which only
$370,000 in grant funds was available, he agreed to supply the material for only $185,000.  Mr.
Downing stated that although Mr. Wadlington told him that only $370,000 in grant funds was
available, he was not told that the entire grant budget was for the material.  Mr. Downing stated
he assumed that $111,000 in grant funds, specified in the side agreement to be distributed to
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Agricenter, was actually budgeted to Agricenter’s operations and management in the grant
contract.

According to Mr. Downing, he invoiced Agricenter for $385,000 (110,000 cubic yards x
$3.50 per cubic yard).  (See Exhibit 12.)  Mr. Downing stated that he was told to bill for the
entire $385,000 by both Agricenter’s president and chief financial officer and he prepared the
invoice accordingly, even though he was to only receive $185,000.  Mr. Downing stated that his
invoice did not show his donated portion for the remaining $200,000.  Mr. Downing stated that
his tax accountant, Mr. Larry Collins, had advised him that this “donated” portion could be used
to reduce his personal tax liability.  However, Extrusion Technologies’ corporate tax returns for
both 1997 and 1998 did not show this alleged donation, and Mr. Collins disputes that he ever
advised Mr. Downing on the matter.  The effect of not disclosing the $200,000 was that the
$385,000 invoice was a misrepresentation of Agricenter’s true costs, which were only $185,000.

Agricenter’s Position

Mr. Wadlington stated that a verbal agreement between Agricenter and Extrusion
Technologies for the landfill grant was made for the purchase of 110,000 cubic yards of material
at $3.50 per cubic yard.  Although Mr. Wadlington did not recall how Extrusion Technologies
derived this unit price, he stated that Mr. Downing represented that this was a fair price for the
material.  Mr. Wadlington stated that once it was determined that the department had only
$370,000 for the grant, Mr. Wadlington presented Mr. Downing with the written side agreement.
He stated that Mr. Downing agreed to supply the material for only $185,000 and to haul the
material to the landfill, a $55,000 value, which would be retained by Agricenter because
Extrusion Technologies owed Agricenter an off-setting $55,000 amount, pursuant to their 1994
lease agreement.  According to Mr. Wadlington, the $111,000 to be retained by Agricenter for
the management and operations of the grant specified in the side agreement was derived through
multiplying the grant award ($370,000) by 30 percent, which he viewed as a standard overhead
and management rate.

Mr. Wadlington stated that the side agreement between Agricenter and Extrusion
Technologies was presented to the department before the grant was awarded to Agricenter.  He
also stated that TDEC was informed of the agreement through conversations with Agricenter
representatives.  Mr. Wadlington stated that the department knew that the budget line item for
the material was not reflective of the actual costs.  Mr. Wadlington agreed that the budget was
not sufficiently specific for one to determine that Agricenter had not incurred a liability for the
$385,000.  He stated that a detailed budget describing the side agreement was not submitted
because it was known and approved by TDEC and that initially both Agricenter and the
department approached the grant as a total project rather than a reimbursement for specific line
items in the budget.  Mr. Wadlington stated that $370,000 was the amount the department agreed
to pay for Agricenter to complete the project rather than an actual cash outlay for the materials.
Mr. Wadlington acknowledged that the budget, which his company had developed and presented
to TDEC, was poorly written, but he said that he was not overly concerned because the
department was aware of the side agreement.
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Agricenter’s External Auditor’s Position

Mr. Davis stated he was told by Mr. Wadlington, Mr. Downing, and Mr. Vaughn that the
side agreement was an integral part of the landfill grant.  He said that from the beginning of the
Agricenter International audit he was told that TDEC officials knew about the side agreement
and had agreed to it.  Despite the significant differences between the grant and the side
agreement, Mr. Davis did not attempt to clarify those differences with state officials.

TDEC’s Position

TDEC officials dispute that they had conversations with Agricenter representatives
regarding the side agreement between Agricenter and Extrusion Technologies and state they
were not aware of this side arrangement.   If TDEC had known about the side agreement, “a
written approval of the State” was required according to the grant contract.  As of the date of this
report, no documentation has been found to support the alleged approval by the state.  According
to TDEC officials, Agricenter represented to them verbally and in the initial grant proposal that
Agricenter had contracted with Extrusion Technologies for 110,000 cubic yards of aggregate
material at $3.50 per cubic yard for total costs of $385,000.  TDEC officials stated that they
believed that Agricenter’s submission of the $385,000 invoice from Extrusion Technologies
meant that Agricenter had incurred a liability of $385,000 or that Agricenter had paid the entire
invoice.  (See Exhibit 13.)

Agricenter’s Improper Submission of the Invoice for Materials

Notwithstanding Agricenter’s position that the parties to the written side agreement
(Agricenter and Extrusion Technologies) intended the true cost of materials to be only $185,000,
Agricenter requested the invoice for materials from Extrusion Technologies specifically for
$385,000.  Thus, Agricenter’s invoice to TDEC, which reflected the $385,000 cost for materials
and which also included the Extrusion Technologies invoice for $385,000 as an attachment,
materially misrepresented the underlying reality.

Based on presently available information, there was no business reason for overstating
these costs other than to disguise the true costs to trigger payment of the entire grant award.  Mr.
Downing knew or should have known that the misleading invoice was going to be used by
Agricenter to effectuate payment from TDEC.  If Mr. Downing was acting in good faith, the
invoice to Agricenter should have reflected the actual charges to Agricenter.  In reviewing the
invoice, it would have been impossible for TDEC or any other third party to know that Extrusion
Technologies only expected to receive payment of $185,000.  Furthermore, if Agricenter had
been acting in good faith, it would have submitted the written side agreement as its proposed
budget.  In fact, no evidence was found that TDEC was aware that Agricenter was actually
purchasing the material for $185,000 and not for $385,000 as stated on the invoice submitted by
Agricenter to the department for payment.

The attempted diversion of $185,000 to Agricenter did not occur in January 1997
following the submission of Extrusion Technologies’ $385,000 invoice to the department.  After
receiving the $385,000 invoice, TDEC only paid one-half to Agricenter, consistent with the
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department’s practice of paying half of each invoice to ensure that Agricenter provided the full
amount of its matching in-kind contributions. As a result, Agricenter did not receive the extra
$185,000 (grant amount of $370,000 less the expense of the material to Extrusion Technologies
of $185,000) beyond the actual cost in the materials.

Furthermore, the department’s system of disbursing the grant funds to Agricenter meant
that invoices for Agricenter’s matching expenses for items, such as infrastructure and delivery
costs, would have to be submitted before the entire $370,000 in grant funds would be disbursed.
In this manner, the department’s payment for the materials, in effect, would be disbursed on an
invoice by invoice basis, until the entire grant amount had been disbursed.  The evident purpose
of this practice is to exhibit appropriate fiduciary responsibility for state funds by not disbursing
all grant funds at the beginning of the grant period, and also by not disbursing grant funds
without evidence of performance and matching in-kind contributions.

Thus, before authorizing payment, the department required evidence that Agricenter had
performed the requisite grant activities and that Agricenter had provided its requisite in-kind
match.  In light of TDEC’s method for reimbursing Agricenter for the material, the diversion of
the remaining funds would have been delayed until the completion of the project had it not been
for a significant change in the amount of material actually used on the project, as noted later in
this report.

Actual Cost of Materials to Agricenter

The grant provided that Agricenter would be reimbursed for its cost of the material.
During the review, Mr. Wadlington attempted to change the focus of the review away from
actual costs and towards the invoiced “price” to the state.  Mr. Downing attempted to support his
unit price to Agricenter of $3.50 based on a couple of examples; neither transaction was
comparable to the deal with Agricenter in terms of volume, and one transaction was a donation
rather than a sale.

In reality, the $3.50 price did not appear to have any objective basis in the sense of a true
arm’s-length transaction between Agricenter and Extrusion Technologies.  In fact, the true price
to Agricenter of $1.68 was reflected in the side agreement between Agricenter and Extrusion
Technologies.  This agreement reflects the actual distribution of funds between the parties in
exchange for the material.

In the invoice presented to the department by Agricenter from Extrusion Technologies,
the “cost” to Agricenter was $3.50 per cubic yard.  However, the true “price” to Agricenter from
Extrusion Technologies was not reflected in the invoice.  Instead, the cost was established in the
side agreement.  This price of $1.68 per cubic yard was dramatically less than the “price” stated
in the invoice.  The fact that the true “price” was the amount noted in the side agreement is
established by the fact that the distribution of funds by Agricenter to Extrusion Technologies for
the material is consistent with the side agreement and not the invoice.
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Less Material Was Used than First Estimated

In the process of completing the project, Agricenter encountered an unexpected setback.
The grant contract had to be renegotiated after an annual audit was conducted of Agricenter’s
financial transactions, including its grant activities, by Mr. Davis.  He brought attention to the
fact that the amount of materials reported by Mr. Wadlington as actually used on the project was
far less than the engineering firm’s estimated amount.  Specifically, Mr. Wadlington reported
that only 51,271 cubic yards of aggregate material was used rather than 110,000 cubic yards.

This lesser amount of material used on the project resulted in less money “due to”
Extrusion Technologies from Agricenter per the side agreement, which was based on the amount
of material actually used.  Other agreements (real estate leases) between Agricenter and
Extrusion Technologies were also affected because they too were based on the amount of
material sold by Extrusion Technologies.  Because a lesser amount of material was used,
Agricenter’s external auditor determined that Extrusion Technologies had been overpaid by
Agricenter because Extrusion had already received $185,000 relating to its material and hauling
of 110,000 cubic yards originally estimated.  After being notified of the overpayment, Extrusion
Technologies’ president replied to Agricenter and its external auditor on December 12, 1997,
that he had revised the material invoice downward to reflect the actual amount delivered.
Extrusion Technologies’ president also changed his position on the cost of the material.  He
notified Agricenter that he was, in essence, no longer willing to provide the material to them at a
discounted price (for $1.68 per cubic yard) per the side agreement.  By increasing the unit price,
Extrusion Technologies was offsetting the reduction in materials used, to maintain the total cost
of the side agreement.

Apparently, neither TDEC nor Agricenter could have accurately known how much
aggregate material would be needed to complete the project. Continental Engineering, Inc., an
engineering firm that had previously been hired by Shelby County officials to assess the landfill,
estimated the project would require 110,000 cubic yards of topsoil to complete.

Mr. Davis, Agricenter’s external auditor, stated that he was informed by Mr. Wadlington
and Mr. Downing that the side agreement, although separate from the grant, was made an
integral part of the grant by Mr. Wadlington and Mr. Downing.  Mr. Davis stated that he trusted
the parties involved, including Mr. Vaughn.  He also stated that no contrary information was
revealed in his audit that would have led him to question whether TDEC was aware of the side
agreement.

Mr. Davis was of the opinion that the grant requirements had been fulfilled in that the
Agricenter had “purchased” 110,000 cubic yards of the aggregate material.  He had this opinion
irrespective of the facts that Agricenter’s payment to Extrusion Technologies ($185,000) did not
match Extrusion Technologies’ invoice ($385,000) submitted to the state and that the grant and
budget did not match the side agreement.  In fact, his audit report on Agricenter, dated October
11, 1997, and intended for use by the Department of Environment and Conservation, did not
reflect any liability or notes regarding these discrepancies.  Neither did his report note the
discrepancy in the amount of aggregate material actually used on the project.
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In light of the reduction in the amount of material used, the position change of Extrusion
Technologies, and the lack of its matching in-kind contributions, Mr. Wadlington requested a
meeting with TDEC officials to renegotiate the grant budget.  Agricenter’s audit position paper
states that the meeting was requested “to make certain that Agricenter would receive the
$111,000 it was due for administrating the landfill grant and that the vendor, Extrusion
Technologies, would receive the $240,000 for its participation in the project and any possible
reportable conditions in grant administration be eliminated.”  However, TDEC officials stated
that the written side agreement between Agricenter and Extrusion Technologies remained
undisclosed to them at the meeting.

At the December 18, 1997, meeting between TDEC and Agricenter, Mr. Wadlington and
Mr. Davis represented that Agricenter’s operating and administrative costs were over $210,000,
rather than the side agreement amount of $111,000.  Mr. Davis states in his audit work papers
that Agricenter did not document these costs purported to be related to the grant and was not
required by TDEC to specifically account for such costs.  According to Mr. Carter, the $210,000
figures were “plugged” into the revised budget to make up for deficiencies in costs in both
columns and were not based on the actual direct and indirect costs associated with the grant
activities.  Mr. Davis stated that Mr. Carter told him there was supporting documentation to
justify the “project administration” costs included in the revised budget.  Mr. Davis stated that he
had not reviewed the supporting documentation.  Mr. Carter denies stating there was supporting
documentation to justify administrative costs.

TDEC officials agreed to allow the grant budget to be amended, based on Agricenter’s
and Mr. Davis’ representations.  However, this amended budget was made without TDEC’s
knowledge of the written side agreement between Agricenter and Extrusion Technologies.

During the December 18, 1997, meeting, TDEC, in good faith, agreed to pay for some of
the costs of items initially under the category of Agricenter’s matching in-kind contributions.
Agricenter’s revised budget, as initially presented to the department, included Agricenter’s
management and administrative costs to be reimbursed with grant funds.  However, TDEC staff
returned those related amounts to Agricenter’s in-kind match on the budget.  TDEC, in turn,
agreed that grant funds could be used to cover costs associated with a portion of the hauling,
equipment, and infrastructure (those costs associated with outside vendors) rather than
Agricenter’s management and administrative costs.  At that point, TDEC agreed to reimburse
Agricenter for these other items, which it understood to be true costs of Agricenter.  (See Exhibit
14.)  In fact, some of the renegotiated items were actually paid for by Shelby County or were the
result of an exchange without a cash outlay by Agricenter.  Both Mr. Wadlington and Mr. Davis
remained silent, although they knew that Agricenter had not incurred any true costs associated
with some of the items.  Ultimately, both the initial misrepresentations regarding the cost of the
material and the later omission of facts regarding the renegotiated items resulted in TDEC’s
overpayment to Agricenter.

According to Mr. Wadlington, he and Mr. Davis met with TDEC officials on December
18, 1997, to present a proposal to revise the budget.  Mr. Wadlington stated that during the
meeting he was silent and allowed Mr. Davis to discuss the matter.  Mr. Davis stated that Mr.
Wadlington had told him that TDEC officials knew about the side agreement and that he went to
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the meeting to resolve the grant budget in light of the lesser amount of material actually used on
the project.  Mr. Davis stated that both he and Mr. Wadlington presented Agricenter’s proposal,
but he was unsure whether the side agreement was ever discussed. Mr. Davis stated that Ms.
Joyce Dunlap, TDEC Program Manager, may have misunderstood him to say that expenses for
the tractor and for the roads were cash expenses of Agricenter.  He stated that since Ms. Dunlap
chose to revise the line items in the budget, he assumed she understood the facts.  Mr. Davis
admits he knew the tractor was donated and he knew or should have known that the alleged
expenses for the road were not cash expenses of Agricenter.

The versions of what was represented to the department differ greatly between Agricenter
and TDEC, and there is no documentation to support the content of conversations between the
two parties.  Therefore, in this review, significant weight was placed on the terms of the grant
and the budget attached to the grant.  The original budget appears to clearly state that Agricenter
would be reimbursed for its costs associated with the material and Agricenter would match these
costs by supplying the labor and equipment on the project or acquire the labor and equipment
through third parties as donations to Agricenter.  The grant contract and budget appear complete
and straightforward, and they do not reference other documents or agreements.

Agricenter’s president stated that the grant award was merely for Agricenter’s
performance in showing an innovative use for what would otherwise be a waste product.
However, based on presently available information, TDEC was not aware of the side agreement.
Furthermore, the provisions of the side agreement were contrary to TDEC’s apparent intentions,
as evidenced by relevant documentation and consistent statements and actions of TDEC staff,
which were to disburse grant funds solely for the material used in the project.

Had the grant really been based solely on performance, Agricenter would not have had to
explain the reduction in materials.  The reduction would have been irrelevant.  If TDEC had
known about the side agreement, no budget renegotiations would have been necessary because
the department would have already known that it was paying much more than Agricenter’s actual
costs.

Role of Agricenter’s Chief Financial Officer

Mr. Billy W. Carter, Agricenter’s chief financial officer, confirmed that he signed all
three reimbursement requests submitted to the state.  Mr. Carter said that he signed the first
request form although the form was not completed.  He stated that Mr. Vaughn took the request
and Extrusion Technologies’ invoice for $385,000 to department officials in Nashville.

The versions of who was ultimately responsible for the expenses recorded on the last two
requests differ greatly and are conflicting.  Although Mr. Carter’s signature is on the last two
requests, he stated that he signed the second request at Mr. Wadlington’s direction.  Mr. Carter
does take responsibility for preparing the revised budget taken to Nashville by Mr. Wadlington
and Mr. Davis for the December meeting.  However, he stated that both Mr. Wadlington and Mr.
Davis prepared the final (third) request after he had signed the blank request form.
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Mr. Wadlington’s version is that he trusted that Mr. Davis and Mr. Carter would ensure
the requests were accurate and appropriate.

Mr. Davis said that both Mr. Carter and Mr. Wadlington were responsible for the requests
and the revised budget.  He stated that he did review the budget revisions before the December
meeting with department officials.

Mr. Carter stated that during the budget renegotiations, he advised both Mr. Wadlington
and Mr. Davis that items appearing in the amended budget were improper because those items
were not legitimate expenses.  Mr. Carter also stated that although his signature is on the final
reimbursement request, he did not approve of the request for funds, which were actually in-kind
contributions.  He stated that he signed the reimbursement request at the direction of Mr.
Wadlington.  Mr. Carter prepared a written statement to this effect on August 23, 2000.  (See
Exhibit 15.)  Mr. Carter knew, or should have known, that his actions in signing incorrect
invoices were improper.  He should have notified Agricenter’s Board of Directors and the
department that Agricenter’s president had pressured him to submit false information to the
department.

Personal Benefit for Agricenter’s President

With Agricenter’s positive change in its financial position from both the landfill grant
and the recycling grant, Mr. Wadlington received a personal benefit of $10,000.  According to
Mr. Davis, certified public accountant, Agricenter was operating at a loss prior to Mr.
Wadlington’s appointment as president.  He stated that the grants Agricenter received from
TDEC contributed to Agricenter’s financial turnaround.  According to Mr. Davis, Agricenter’s
Board of Directors approved a $10,000 bonus to Mr. Wadlington in light of this financial
turnaround.  According to Agricenter’s payroll reports, Mr. Wadlington received the $10,000
bonus in June 1997.

Questionable Items

This review determined that the disclosure of the change in the reported amount of
material used on the project threatened to significantly reduce the unjust benefits Agricenter
would receive from the originally overstated invoice for material.  This review also determined
Agricenter was overpaid in regard to actual material and associated hauling costs.  Furthermore,
in amending the landfill grant budget, TDEC officials agreed to reimburse Agricenter for other
items it reasonably understood to be true costs of Agricenter.  This resulted in additional
overpayments to Agricenter for road construction costs and use of a tractor.

Agricenter Miscalculated the Amount of Material Delivered to the Landfill Site

On January 23, 1997, Agricenter submitted its first reimbursement request for landfill
grant funds.  The request was for $385,000 for materials, and it included Extrusion
Technologies’ invoice for $385,000, which TDEC staff understood was Agricenter’s cost for the
materials.  We have determined that this invoice amount was just an estimate based on the
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expected need of 110,000 cubic yards of aggregate material.  Extrusion Technologies’ price for
the material was purportedly $3.50 per cubic yard.  During the December 18, 1997, meeting
between Agricenter and TDEC, Agricenter submitted a revised invoice for materials totaling
$179,448.50.  (See Exhibit 16.)  This amount was based on 51,271 cubic yards of aggregate
material at the same unit price of $3.50 per cubic yard. We have determined that this revised
invoice amount was based on Mr. Wadlington’s incorrect calculations of total cubic yards used
based on the load tickets.  Based on our review of the load tickets, we determined that only
47,871 cubic yards of aggregate material was actually used on the project.

Invoice for Materials Hauled by Extrusion Technologies

Extrusion Technologies had agreed to supply the estimated 110,000 cubic yards of
material for $185,000 in the written side agreement with Agricenter and was to receive credit
from Agricenter for $55,000 against its lease payments due to Agricenter for the hauling of the
material.  From TDEC’s point of view, the hauling costs were part of Agricenter’s matching in-
kind expenses as indicated in the original budget, but those exact total costs for the hauling were
not specified.  After the hauling of the material to the landfill was completed and it was
determined that less material was used than originally invoiced, Extrusion Technologies invoiced
Agricenter on December 12, 1997 (see Exhibit 17), for hauling 44,700 cubic yards of material,
which totaled $67,050 ($1.50 per cubic yard).  (This was the second invoice to Agricenter from
Extrusion Technologies, the first one being the $385,000 invoice for the material itself.)
However, the $67,050 amount was based on Mr. Wadlington’s incorrect calculations.  Mr.
Wadlington determined that a total of 51,271 cubic yards of material had been hauled to the
landfill and that the portion that Extrusion Technologies had hauled totaled 44,700 cubic yards.
Brown Trucking, Inc., had hauled the remainder of the material.

At the December 18, 1997, meeting with the department, Agricenter submitted Extrusion
Technologies’ invoice for $67,050.  No corresponding request for reimbursement was necessary
because TDEC did not adjust Agricenter’s prior reimbursement requests to reflect the change in
the amount of material actually used.  Although TDEC did not correct the prior requests, it did
agree to move the costs associated with the hauling of the material from the in-kind column to
the grant column.  In effect, TDEC agreed to reimburse Agricenter for these costs, since the cost
for materials was less than $385,000.

In the report by TDEC’s internal auditors, they recommended that this $67,050 be
recovered from Agricenter since it had not paid Extrusion Technologies.  We concur in part.  The
actions of Agricenter and Extrusion Technologies call into question the credibility of all their
representations, including the true cost of hauling the material to the landfill.  However, the
department did agree to reimburse Agricenter for the material and hauling costs.  As will be
discussed further in this report, the most accurate basis for the material and hauling costs appears
to have been established in the side agreement between Agricenter and Extrusion Technologies.
According to representatives from both entities, the hauling costs in the side agreement were set
at 50 cents per cubic yard of material hauled and not the $1.50 rate presented in Extrusion
Technologies’ December invoice.
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Invoice for Roadwork

From the information gathered in this review, Agricenter did not incur costs associated
with the roadwork.  Therefore, those costs, totaling $94,402, were not allowable costs under the
revised grant agreement for reimbursement.  Agricenter submitted two requests for
reimbursement, one on April 30, 1997, and the other on December 19, 1997, for roadwork
related to the landfill project.  Accompanying these two requests were a proposal and one invoice
from the Shelby County Roads and Bridges Department. (See Exhibits 18 and 19.)  Originally,
the entire roadwork was budgeted under the in-kind column, but $94,402 was moved to the grant
column on December 18, 1997.  According to the amended landfill grant budget, Agricenter was
to be reimbursed for $94,402 and was to contribute $14,597 for roadwork for a total of $109,000
in roadwork.

This review confirmed that the roadwork in question was performed by the Shelby
County Roads and Bridges Department and paid for by Shelby County.  Agricenter did not have
a cash outlay related to this roadwork.

TDEC initially agreed it would accept the roadwork expenses as part of Agricenter’s in-
kind match.  Once TDEC reclassified $94,402 to the grant column, during the grant
renegotiations, the item therefore became an item for which TDEC would reimburse Agricenter
for its actual costs.  TDEC agreed to reimburse Agricenter for the roadwork because it
understood the roadwork costs to be actual costs of Agricenter.  However, since Agricenter
incurred no costs for the roadwork, the Shelby County funds appropriated for Agricenter’s
benefit are not allowable charges to the grant.  At the December 18, 1997, meeting, Agricenter’s
representatives remained silent about the roadwork costs, although the representatives knew or
should have known that Agricenter had not incurred any actual costs associated with the
roadwork.

TDEC’s internal auditors questioned the entire payment to Agricenter for the roadwork
and recommended that Agricenter repay the $94,402.  We concur.

Mr. Michael Swift, Administrator of Finance with Shelby County, told us that if our
review determined that TDEC paid Agricenter for all or a portion of the road, which had actually
been financed with Shelby County Capital Improvement Project funds, then Shelby County
would expect repayment from Agricenter for that portion paid by Shelby County.  If Agricenter
does not repay TDEC for this amount, the county will seek recovery from Agricenter.

Furthermore, after discussing the roadwork and related invoices with the former and
current Shelby County Roads Department superintendents, it was clear that approximately
$88,000 of the total $109,000 in reported roadwork expenses did not even pertain to the landfill
project.  According to Mr. Charles Brown, the current superintendent for the Shelby County
Road Department, and the former superintendent, Mr. Ed Haley, several roadwork items on
invoices submitted by Agricenter officials to the department had nothing to do with the landfill
project.  Those items were the $7,880 for truck scales, the $14,000 for a concrete pad, $19,280
for the replacement of 600 feet of curb and gutter, $11,606 for drainage work along Moore Road,
and $35,000 for surface drainage work north and south of Moore Road.
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Invoice for Tractor

The expenses for the use of a tractor were originally budgeted in January 1997, as part of
Agricenter’s in-kind match.  In the budget amendment of December 1997, TDEC staff moved
$26,000 of those costs to the grant column, for which it agreed to reimburse Agricenter.  The
$26,000 was moved by Ms. Joyce Dunlap, Program Manager, and was solely based on
Agricenter’s revised budget proposal, not on invoices submitted by Agricenter.  In extending
additional reimbursable items to Agricenter during the budget revision process, Ms. Dunlap
chose to move one-half of the alleged costs of the tractor rather than the administrative expenses
Agricenter had proposed.

From the information gathered in this review, it is evident that Agricenter subsequently
submitted an invoice for the use of a tractor although this item did not result in a cash outflow for
Agricenter.  A request for reimbursement, dated December 19, 1997, was submitted by
Agricenter to TDEC totaling $288,692.  This amount included $52,000 for the use of a tractor,
and the $52,000 was supported by an invoice from United Equipment, Inc., for the use of a
tractor valued at $52,000. (See Exhibit 20.)  The United Equipment invoice for the tractor
indicated it was a “donation.”  Agricenter received payment on June 10, 1998, for $140,346 of
the requested reimbursement, the remainder under the landfill grant.

When questioned about the tractor donation, Agricenter’s president stated that the use of
the tractor was not a donation, but rather a service received in lieu of charges to United
Equipment for its use of Agricenter’s facilities.  Therefore, it was Agricenter’s position that
although this barter agreement with United Equipment did not result in a cash outlay for
Agricenter, it, in effect, did defer revenue it would have otherwise received from United
Equipment.  United Equipment confirmed this barter arrangement.  Mr. Thomas Wilson,
president of United Equipment, stated that when the initial arrangements were discussed, the
“donation” of the tractor was exchanged for Agricenter’s “donation” of exhibition space to Case
Corporation, a third party from which United Equipment purchases its inventory of machinery.

On the other hand, Mr. Carter, Agricenter’s chief financial officer, stated that the tractor
was strictly a donation on the part of United Equipment and was not related to the Case
Corporation’s exhibit.  Mr. Carter further stated that Case Corporation’s use of Agricenter’s
facilities for the exhibit was not recorded on Agricenter’s accounting records and that Agricenter
did not maintain any documentation to support the use of the tractor on the landfill project.  Mr.
Carter stated that the barter exchange story was fabricated by Mr. Wadlington, after the fact,
specifically for the purposes of justifying TDEC’s reimbursement to Agricenter.

Because of the lack of supporting documentation maintained by Agricenter in regard to
both the actual use of the tractor on the landfill project and its out-of-pocket expenses relating to
the use of its facilities by Case Corporation, the actual costs of this exchange could not be
determined.  Furthermore, such an exchange was not authorized in the grant contract.  According
to the contract’s language regarding reimbursements for “actual costs” only, none of the costs
associated with the barter exchange would be allowable as grant reimbursements under these
circumstances.  Moreover, the grant contract did not provide for the reimbursement for donated
equipment or services.
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However, “barter exchanges” of this nature and donations would be allowable as in-kind
matching expenses.  In this case, a United Equipment representative confirmed that the fair
market value for the use of the tractor was $52,000.  Therefore, the $52,000 should be regarded
as part of Agricenter’s in-kind matching expenses under the grant. As Agricenter has already
received payment for one-half of this item, TDEC’s overpayment to Agricenter was $26,000.
TDEC’s internal audit report recommended recovery of the $26,000 from Agricenter.  We
concur.

Questioned Costs - Landfill Grant

From the outset of the landfill grant, Agricenter representatives misrepresented their true
costs to TDEC relating to the project.  Based on presently available information, Mr.
Wadlington’s intention for Agricenter to receive improper enrichment from the grant funds was
clear.  TDEC’s intentions were also clear.  It initially agreed that the grant funds would only be
used to reimburse Agricenter for its costs associated with the purchase of the material.  When
presented with the shortage in the actual material used on the project, TDEC had the option of
demanding repayment for the overpayment.  However, acting in good faith and not wishing for
Agricenter to incur out-of-pocket expenses for nonbudgeted items related to the project, TDEC
agreed that the remaining grant funds could be used to offset other costs it understood to be true
costs to Agricenter.

The apparent intentions of TDEC, as evidenced by relevant documentation and consistent
statements and actions of TDEC staff relative to this grant award, were twofold.  First, under the
terms of the original grant, the documentation, statements, and actions of TDEC staff are
consistent in that the department’s intentions were to disburse grant funds solely for the material
used in the project.  Second, after the grant budget was renegotiated, the documentation,
statements, and actions of TDEC staff were consistent with the department’s intentions to
disburse grant funds for material and other additional tangible expenses for which Agricenter had
incurred cash outlays.  These additional items included roadwork costs, hauling expenses, and
the use of a tractor.  The reasons these additional items were reclassified as grant reimbursable is
that they were directly related to the project and also directly associated with the material.
During the grant renegotiations, TDEC staff specifically excluded from grant reimbursement
those items associated with Agricenter’s project management, general and administrative
expenses, equipment rental, and consulting and auditing fees.

Based on presently available information, we determined that Agricenter’s actual
material and hauling costs were not reflected in the renegotiated grant contract budget because
Agricenter deliberately misrepresented those costs to TDEC by overstating them.  In actuality,
the costs to Agricenter were embodied in the side agreement between Agricenter and Extrusion
Technologies.  Unbeknownst to TDEC, the material and hauling costs were substantially less
than the costs reflected in the renegotiated grant contract budget.  Moreover, also unknown to
TDEC, the side agreement provided for the significant diversion of grant funds to Agricenter.

TDEC staff clearly intended to reimburse Agricenter for its costs related to the material
and hauling, in good faith relied on Agricenter’s representations related to those costs, and
embodied what they understood to be Agricenter’s costs in the renegotiated grant contract
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budget.  Thus, it would be improper for TDEC to reimburse Agricenter for expenses that TDEC
did not intend to pay and that Agricenter did not incur.  The primary transaction in the landfill
grant was the acquisition of the material for capping the landfill.  The actions of Agricenter and
Extrusion Technologies call into question the credibility of all of their representations to the
department, including the true costs of the material.  Extrusion Technologies could not provide
documentation to support its cost in the material.  In fact, it was paid to remove the material from
the company that originally produced it.  Under the circumstances, the best evidence of the true
cost of the material appears to be the side agreement between Agricenter and Extrusion
Technologies.  Because the costs to Agricenter for material and hauling are embodied in the side
agreement, not the renegotiated grant contract budget, the side agreement should become the
basis for reimbursement for those items.  On the basis of the side agreement, the unit price per
cubic yard for material and delivery to the landfill site was $2.18 per cubic yard ($240,000
divided by 110,000 cubic yards = $2.18 per cubic yard).  Agricenter’s representatives did not
extend this price to the state.  We determined from the load tickets that the actual amount of
material used was 47,871 cubic yards.  Therefore, upon extending this amount to the grant
contract, the amount eligible for state reimbursement should be $104,358.78 (47,871 x $2.18 =
$104,358.78).  All other expenses totaling $265,641 were ineligible because Agricenter did not
incur the costs.

The side agreement also included expenses for Agricenter’s operations and management
and the project consultant’s fees.  With regard to those items, first, they were not included as
eligible for grant reimbursement under the original grant budget.  Second, during the budget
renegotiations in December 1997, when Agricenter proposed including some administrative
costs and the consultant’s fees, TDEC staff specifically excluded those items from state
reimbursement.  Further, their inclusion in the side agreement represents an improper attempt on
the part of Agricenter to obtain state reimbursement for items that TDEC staff clearly rejected
for reimbursement.  Consequently, the renegotiated grant budget should be the controlling
authority with respect to TDEC’s intentions and obligations for payment.  On the basis of the
renegotiated grant budget, Agricenter’s claims to $111,000 for operations and management and
$18,500 for the project consultant’s fees are without contractual foundation.  In addition, a $500
unspecified expense, included in the side agreement, also is without an appropriate basis for
payment because the expense item is not identified and thus cannot be placed in any of the grant-
eligible categories.

Our review further determined that Agricenter submitted invoices for items actually paid
by Shelby County ($94,403 for roadwork) or obtained as the result of an exchange without any
cash outlay by Agricenter ($26,000 for use of a tractor).  Because Agricenter did not incur
expenses for these items, they are not eligible for grant reimbursement.

Based on presently available information, TDEC should request that Agricenter repay
$265,641 for indicated expenses relating to the items in the amended budget which were not
actual expenses.  The $265,641 consists of four overpayment items: 1) $75,090 for materials; 2)
$70,148 for hauling; 3) $94,403 for roadwork; and 4) $26,000 for the tractor.  (See Exhibit 21.)

After receiving the repayment of $265,641 from Agricenter, TDEC would have only paid
for actual costs incurred by Agricenter under the revised budget agreed upon by both parties.  In
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returning the $265,641 to TDEC, Agricenter would not have received payment for “operations
and management,” as indicated in its written side agreement with Extrusion Technologies, which
was not made part of the grant agreement and which was never the intention of TDEC’s officials.
In addition, Agricenter would not have received payment for items for which it incurred no
expenses.

RECYCLING GRANT ISSUES

Lack of Supporting Documentation for Agricenter’s Recycling Grant Expenses

In a similar manner to the landfill grant, Agricenter entered into a written side agreement
with Extrusion Technologies on December 16, 1996, for Extrusion Technologies to perform all
the day-to-day operations of the recycling grant.  (See Exhibit 22.)  This agreement did not,
however, affect the disbursements of the $398,000 of grant funds.  The recycling grant was
strictly a reimbursement grant, meaning that TDEC would reimburse Agricenter for its actual
costs of the budgeted equipment expenses totaling $214,000 and the budgeted project services
and expenses totaling $184,000.  These two categories were later revised to $188,522 for
equipment and $209,478 for project services and expenses (overhead).  According to the written
side agreement, Extrusion Technologies would essentially have the use of the recycling
equipment for recycling related to the grant and other recycling projects at no cost and
Agricenter would not charge the company for leasing Agricenter’s facilities (a $25,000 annual
lease).  In the written side agreement, Agricenter agreed to modify the building leased by
Extrusion Technologies on Agricenter’s premises and to supply management and accounting
functions to Extrusion Technologies as required by the grant.

The time frame of the recycling grant was July 1, 1996, through June 30, 1997.  The
terms of the grant stated that the recycling funds were for the purpose of establishing, upgrading,
or expanding recycling operations. The grant contract also stated that once the recycling
operations were established and the grant was closed out, Agricenter would continue to perform
recycling operations for four years after the grant year, for a total of five years of operations.
According to the grant contract, if recycling operations ceased, Agricenter would be required to
reimburse the department for a pro rata share of the equipment based on the years the equipment
was not used.

In TDEC’s internal audit report, the auditors stated that $134,921 in project costs were
questioned because these expenses were not adequately documented (time spent on the project
was not documented on timesheets, and there were no supporting invoices for “training,” “site
preparation,” and “design”).  Costs of $120,667 of the total $134,921 in project questioned costs
included $49,000 for “project manager,” $27,334 for “secretarial administration,” $34,333 for
“accounting and purchasing,” and $10,000 for training.

Administrative Costs

Agricenter’s response was that it based its $110,667 in estimated administrative costs on
the ratio of total overhead to total revenues and that the department approved of this method.
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Agricenter’s response also stated that total administrative costs were estimated for a five-year
period.  TDEC officials stated that it was made clear to Agricenter’s representatives before the
grant was awarded that the budgeted amounts for administering the recycling grant should have
been based on a one-year period.  These statements were consistent with the express terms of the
grant, as noted below.  TDEC officials denied that they approved the grant knowing
administrative costs were based on a five-year period.

In reviewing the budget and other relevant correspondence in the grant file, we found no
evidence to support Agricenter’s statements that the department approved reimbursing
Agricenter for five years of administrative costs.  The grant did not specify that Agricenter’s
future costs for years two through five would be reimbursed, nor did it specify that those costs
would be paid in advance.  In fact, the grant stated that it would end on June 30, 1997, and that
“The State shall have no obligation for services rendered by the Grantee (Agricenter) which are
not performed within the specified period.”  We also found no evidence that the department
approved the use of the ratio of total overhead to total revenues to calculate the administrative
expenses for the recycling grant.

Unlike the landfill grant, the recycling grant specifically allowed for some reimbursement
of general and administrative costs.  It appears reasonable that Agricenter incurred some costs
associated with general and administrative expenses on the recycling project.  In determining a
reasonable amount to credit Agricenter towards administrative costs that they failed to document
but likely incurred, this review referred to the department’s Grants for Materials Recycling and
Processing Facility Guidelines.  These guidelines limit allowable administrative expenses to 10
percent of the entire grant award.  The limit set forth in the guidelines appears reasonable given
the fact that such grants are intended for entities that already have recycling operations in place.
Therefore, grant funds were not intended to replace funding already allocated to pay staff costs to
operate the facility, but rather were intended to supplement existing operations.

In this situation, Agricenter’s grant totaled $398,000.  Therefore, this review credited
Agricenter with 10 percent of $398,000, or $39,800.  The remaining $70,867 ($110,667 in
management and administrative fees less $39,800) was questioned.  TDEC should request that
Agricenter repay the $70,867.

Training Costs

In TDEC’s internal audit report, the auditors also questioned $10,000 budgeted for
“training.”  Agricenter’s response was that it “will continue to incur costs,” presumably for
training.  However, Agricenter could not provide any support for these expenses.  The $10,000
was questioned.  TDEC should request that Agricenter repay the $10,000.

Equipment Costs

TDEC’s internal audit report did not question the termination of recycling operations by
Agricenter.  In fact, the recycling operations did not function for the entire five-year period.
Neither the internal audit report nor Agricenter’s response to the audit dealt with the issue
regarding the closure of the recycling operations.  According to Extrusion Technologies’
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president, Mr. Downing, the recycling operations ended approximately on June 30, 1999 (three
years into the project).  Mr. Wadlington confirmed that Extrusion Technologies pulled out of the
project and that Agricenter had not resumed recycling operations but has maintained physical
possession of the equipment.

With Agricenter’s failure to maintain the recycling operations for five years, Agricenter
was not in compliance with the terms of the grant contract.  Agricenter may take the position that
the grant did not specify that the five-year period had to be consecutive years, and that would
appear to be true.  However, a reasonable amount of time has passed since the termination of the
project (over three years) and it does not appear that Agricenter has put forth a good-faith effort
into returning the equipment to the department or in restarting the recycling operations.

The grant contract included a clause entitling the department to a refund for the
equipment in the event of Agricenter’s noncompliance with the terms of the grant.  According to
the grant, the refund is to be based on 20 percent per year that the equipment is not utilized for
recycling purposes.  In this case, 40 percent was not utilized because two years of operations did
not occur, and therefore $75,409 is questioned (40 percent of $188,522).  TDEC should request
that Agricenter repay the $75,409.

Technical Support, Site Preparation, and Design Costs

TDEC’s internal auditors questioned expenses totaling $14,254 because the expenses
were not supported.  The $14,254 included $1,453 for “technical support,” $5,000 for “site
preparation,” and $7,801 for “design,” as indicated on the June 16, 1997, reimbursement request
submitted by Agricenter.  Agricenter responded to TDEC’s internal audit and stated that the
questioned “external expenses” relating to technical support and operations of the recycling
facility were supported by invoices from White Oak Construction Company, hired to construct
the storage bins for the recycled materials.  Approximately $35,000 in construction costs appears
to have been incurred by Agricenter.

A representative from White Oak Construction stated that besides the construction of the
storage bins, $14,335.93 of the work, performed by the company and charged to Agricenter,
dealt with installing hoses and other necessary items to ensure that the recycling equipment
worked properly.  We could not obtain a detailed description as to what the budgeted items for
“technical support,” “site preparation,” and “design” pertained to specifically.  However, it
would appear that the supporting invoice from White Oak Construction and a negotiated check
for $14,335.93 from Agricenter to White Oak Construction are reasonably sufficient grounds to
grant Agricenter credit for $14,254 in expenses associated with preparing the facilities for use.

Questioned Costs - Recycling Grant

Based on presently available information, TDEC should request that Agricenter repay
$156,276 for indicated expenses relating to the items in the amended budget which were not
actual expenses.  The $156,276 consists of three overpayment items: 1) $70,867 for
administrative costs; 2) $10,000 for training costs; and 3) $75,409 for unused equipment.  (See
Exhibit 23.)
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After receiving the repayment of $156,276 from Agricenter, TDEC would have only paid
for actual costs incurred by Agricenter under the revised budget agreed upon by both parties.  In
returning the $156,276 to TDEC, Agricenter would not have received payment for items for
which it incurred no expenses.

Total Repayment Due to the Department

From this review, it appears that Agricenter should repay a total of $421,917 ($265,641
from landfill grant overpayments and $156,276 from recycling grant overpayments) to TDEC.
Agricenter’s repayment would be for invoices it submitted under both grants for which it did not
incur a related expense and for those invoices that were not adequately supported.  (See Exhibit
24.)

NEED FOR ENHANCED INTERNAL CONTROLS

Our review determined that TDEC staff acted in good faith in administering the landfill
and recycling grants and interacting with Agricenter’s representatives.  TDEC staff had no
reason to suspect that Agricenter’s invoices did not represent Agricenter’s true costs and also had
no reason to doubt the information provided to them by Agricenter during the budget
renegotiations.  Based on presently available information, we determined that TDEC staff did not
knowingly authorize the reimbursement of Agricenter for expenses it did not incur.  In fact,
TDEC staff agreed to reimburse Agricenter only for those items that they understood to be true
costs of Agricenter.  We also determined that TDEC staff did not provide Agricenter inaccurate
information relating to grant terms and conditions, documentation requirements, or cost
methodologies.

Based on our examination of TDEC’s grant administration activities, our review
identified five critical areas in which TDEC management should strengthen internal controls by
developing appropriate policies, procedures, and guidelines relating to grant awards, grant
amendments, and grant reimbursements.  The institution of a combination of written policies and
procedures, guidelines, checklists, training, and monitoring would appear to be appropriate.
Also, in carrying out their responsibilities, TDEC staff should exercise more skepticism and be
sensitive to indications of irregularities.  First, TDEC staff should ensure they have obtained an
appropriate understanding of budget line items when approving grant awards.  Second, TDEC
should clarify whether TDEC grants are for expenses actually incurred and paid prior to
submission of claims for reimbursement, or for incurred liabilities, or for both paid expenses and
incurred liabilities.  If the department determines that TDEC grants are for expenses incurred and
paid, then appropriate proof of payment should be required.  Third, TDEC should establish
enhanced internal controls to ensure that TDEC staff do not approve estimates, projected costs,
or donations for grant reimbursement.  Fourth, during budget renegotiations, TDEC staff should
define categories, clarify criteria, and, if necessary, inquire about the classifications of state-
reimbursable expenses and in-kind matching contributions.  Fifth, TDEC should ensure that
TDEC staff perform a thorough and complete overall review of the grant contract, contract
amendments, reimbursement invoices, and payments prior to authorizing final payment.  The



23

review should include a documented comparison of budget line items with invoiced items.  The
final payment should not be released until the contract terms have been met.

REFERRAL

In light of the misrepresentations by Mr. Wadlington, Mr. Downing, and Mr. Davis, we
submitted our findings to the Office of the State Attorney General and the Office of the District
Attorney General, Thirtieth Judicial District (Shelby County), on May 1, 2001.

On July 23, 2002, Mr. Wadlington, Mr. Downing, and Mr. Davis were indicted on
charges of theft of property over $60,000 and conspiracy to commit theft of property over
$60,000.  A trial date had not been set as of the date of this report.

RECOMMENDATIONS

Our review resulted in the following recommendations:

Agricenter

Agricenter’s Board of Directors should consider the information presented in this report
as it relates to the repayment requested of Agricenter totaling $421,917 and the
misrepresentations by Agricenter’s top management.  The board should comply with TDEC’s
request for repayment of $421,917.

TDEC

1. TDEC management should promptly request that Agricenter repay $421,917.

2. TDEC management should establish policies and procedures to ensure that TDEC staff
properly review each budgeted line item with the grantee prior to the award of grants.  The
items in the budget should be presented with appropriate detail to mitigate any
misunderstandings.

3. TDEC management should define “expenses” in its policies and grant contracts.  If TDEC
management determines that reimbursements under grants shall be restricted to prior cash
payments by the grantee rather than the grantee incurring a liability (payment due), then
TDEC management should formally require proof of payment before issuing grant funds as
reimbursements.  The requirements should be explained in written policies and procedures
and communicated promptly to appropriate TDEC staff, as well as current and prospective
grantees.  TDEC management should also institute a monitoring system to ensure full
compliance by TDEC staff with the new policies and procedures.
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4. TDEC management should establish a checklist to ensure that TDEC staff appropriately
review supporting documentation for reimbursement invoices to prevent payment of
estimated or proposed expenses or payment for donated items.  TDEC management also
should institute a monitoring system by supervisory staff to ensure that TDEC staff
responsible for reviewing and approving reimbursement invoices conduct a careful,
thorough, and appropriate examination of supporting documentation.

5. TDEC management should ensure that during budget renegotiations TDEC staff define
categories, clarify criteria, and, if necessary, inquire about the classifications of state
reimbursable expenses and in-kind matching contributions.  TDEC management should
ensure that TDEC staff formally document the issues discussed and decisions made at budget
revision meetings between TDEC staff and grantees, including the rationales for decisions
relating to budget adjustments.

6. TDEC management should establish policies and procedures requiring TDEC staff to
perform a thorough and complete overall review of grant contract, grant budget,
amendments, reimbursement invoices, supporting documentation, and payments prior to
authorizing final payment for any state grant.  The policies and procedures should contain a
checklist and other documentation, and the review should include a documented comparison
of budget line items with invoiced items.  That documentation should be retained in the grant
file.  The final payment should not be released until the contract terms have been met.  TDEC
management should institute a monitoring system to ensure that TDEC staff are appropriately
conducting final prepayment reviews.

7. TDEC management should establish policies and procedures requiring TDEC staff to date
stamp all documents received, record telephone calls and meetings in a log, record the
substance of contacts by grantees, and formalize significant decisions and the rationales for
them.  TDEC supervisors should monitor staff performance of these activities.

8. TDEC management should require grantees to disclose all side agreements, lease
agreements, and any other contracts, written or verbal, that affect TDEC grants.

9. TDEC management should consider barring Agricenter from receiving future grants from the
state.
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EXHIBIT 1 (Cont.)

On March II, 1999 the Tennessee Department of. Environment and Conservation (Tr)EC),
Division of Internal Audit was notified of a compliant registered through the State Comptroller
concerning a grant received by Agricenter International, Inc. (Agricenter). The complaint
alleged that the Agricenter had been reimbursed for expenditures that had not been incurred
under a grant from the State of Tennessee to the Agricenter. Once it was determined that the
grant in question was made by mEC (GR-97-III48-00) the purpose of the audit became a
detennination as to whether the reimbursements to the Agricenter were allowable under the
Grant and whether the Agricenter had otherwise complied with the ternlS of the Grant.

., -The Comptroller's Office has been involved in the planning and conduct of this audit since
March 26, 1999.

Section D. 7. of the grant contract asserts that "The Grantee shall maintain documentation for all
charges against the state under this Grant. The books, records and documents of the Grantee,
insofar as they relate to work performed or money received under this Grant, shall be maintained
for a period of three (3) full years from the date of the final payment, and shall be subject to
audit, at any reasonable time and upon reasonable notice, by the state agency or the Comptroller
of the Treasury or their duly appointed representatives."

Section B.S. of the grant contract states that "The payment of an invoice by the State shall not
prejudice the State's right to object to or question any invoice or matter in relation thereto. Such
payment by the State shall neither be construed as acceptance of any part of the work or servic-e
provided nor as an approval of any part of the costs invoiced therein. Grantee's invoice shall be
subject to reduction for amounts included in any invoice or payment theretofor made which are
determined by the State, on the basis of audits conducted in accordance with the terms of this
Grant, not to constitute allowable costs. Any payment shall be reduced for over-payments, or
increased for under-payments on subsequent invoices."

To accomplish the objectives of the audit, a review of all pertinent records relating to the
Innovative Technology Grant GR-97-II148-00, as amended, was made. This included a review
of the grant contracts, cancelled checks, bank statements, invoices, check registers and- requests
for reimbursement. In addition, discussions and interviews were held with various participants in
this Grant, both internal and external to mEC, as well as visits to the Agricenter to observe the

landfill.

The audit was performed in accordance with the "Standards for the Professional Practice of
Internal Auditing" published by the Institute of Internal Auditors and accordingly included such
tests as considered necessary in the circumstances. It should be noted that various sampling
techniques were used in performing audit procedures. The conclusions obtained from these

~
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EXHIBIT 1 (Cont.) I

samples were considered applicable to the remaining non-sampled items. Mike Gaines, Audit
Director and John Williams, Auditor IV .-"conducted the audit. '.

During the audit it was learned that the Agricenter had received a second grant from TDEC to
construct and operate a Material Recycling Facility on the Agricenter grounds (GR-97-11139-
00). Because of the allegations made in the original complaint, the audit scope was expanded to
encompass the Material Recycling Facility Grant; however. the results of that audit will be
discussed in a separate report.

The Shelby County Agricenter Commission was created in 1981 by the Shelby County
,..' government for the purpose of creating, planning, and supervising the construction and use of the

Agricenter to serve as a regional resource and technological center for all aspects of agriculture. ,-

Fletcher F. Maynard, Jr., Chairman of the Board currently heads the Shelby County Agricenter
Commission. The Agricenter is a non-profit corporation located in Memphis, Tennessee on a
1,000 acre tract adjacent to Shelby Farms and is currently headed by James B. Wadlington,
President. The primary purpose of the Agricenter is to assist farmers through educational
programs and demonstrations of the most advanced agricultural technologies and products.l

In February 1997 ffiEC awarded Grant contract GR-97 -11148-00 to the Agricenter for the
purpose of applying a final cap to the Shelby County Landfill so it could be officially closed.
Following closure, it was envisioned that the tract of land could be converted into recreational
facilities as determined by Shelby County. The final cap was to be a blended soil aggregate
material produced from cellulose based organic waste from cotton fibers. The use of this
material was considered to be an innovative technology because it converted the waste into a
reusable product. Furthermore, this material would be much less costly to Shelby County than'
alternative materials such as clay or topsoil.

The original Grant covered the period January 1, 1997 through December 31. 1997. The total
budget for this project was $748,000 of which WEC funded 5370,000. The Agricenter was to
furnish the remainder of the budget. The Budget List attached to the original Grant specified that
ffiEC would pay for the Agricenter to purchase 110,000 cubic yards of the blended aggregate
materials at $3.50 per cubic yard.2 This was the only item to be purchased with the State Grant

funds. (See Attachment A)

During a routine audit conducted in 1997 by the Agricenter's independent Certified Public
Accountant it was found that only 51,271 total cubic yards of material was used to cap the
landfill.3 Since this was substantially less than the 110,000 cubic yards originally anticipated,
Agricenter requested an amendment to the Grant in December 1997.

I Source Agricenter Web Sile, http://~",,.v.agricenter.org
~ Although the total value of the 110,000 cubic yards was S385,000 WEC's commitment was limited to 370,000.
J An annual audit, conducted by the either the Comptroller's Office or an approved independent CPA, is required

in Section D.8. of the Grant

~
~ 2

,-,J('. 28v",;~

;:~
,;

.
c

-~- ;O,\~~~j\;_~ft'i:;!;~:?~"c



EXHIBIT 1 (Coot.) "';""~,

The Agricenter justified the request by-.stating ~at wbjle it did not require as much materia,! as.
originaJly anticipated to cap the landfill they had incurred other expenses to carry out the Grant
which were not included in the original budget. Those items included material hauling, the

.purchase of a tractor, and building an access road to the landfiJl. The proposed amendment was
discussed with WEC in December 1997 and approved in January 1998. The amendment did Dot
change WEC's $370,000 commitment but did change the Budget List line items that would be
reimbursed with Grant funds. (See Attachment B) The amendment also extended the term of the
Grant from December 31, 1997 to August 1998.

The audit resulted in two material findings. The details of the specific weaknesses are in the
foJlowing section along with recommendations of appropriate actions to correct these
deficiencies.

1. EXPENSES REThIBURSED BY TDEC \VERE NOT INCURRED

~inding

The Grant contract section B.I. requires that "The Grantee shall be compensated based upon
the Budget attached to and made part of this grant and referenced as Attachment 1." Section
B.4. goes on to require that "The Grantee shaJl submit all invoices, in a form acceptable to
the State with all of the necessary supporting documentation, prior to any reimbursement of
allowable costs." These sections indicate that Grant expenditures must be incurred to be
eligible for reimbursement. However, the Agricenter requested and received grant funds
totaling $187,453 for expenses it did not incur.

Discussion

The amended Budget List approved by WEC in January 1998 (See Attachment B) identifies
those expenses of the project that were classified as reimbursable under the Grant and those
in-kind expenses which were to be provided by the Agricenter. The following
reimbursements, while listed as being aJlowable for reimbursement by the State, are

questioned:

Amended Bud~et Line Item Amount Reason Item Ouestioned

Hauling of Material $ 67,050 Vendor was not paid.
Equipment -Tractor 26,000 Tractor was donated.
Infrastructure -Road 94,403 Shelby County paid for road.

Total Questioned Items $187,453

i A more detailed discussion of each of these items is discussed in the following.sections.
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..
Haulinf! of blended aeere2ate materials use~ to CaD the landfill

The amount questioned for this item is $67,050 and results from the Agricenter not
paying a vendor, Extrusion Technologies, Inc. (E.Tl.), that performed work to
accomplish the Grant.

E. T.!., a vendor from whom the Agricenter purchased all of the blended aggregate
material used to cap the landfill. presented an invoice to the Agricenter for $67,050 on
December 2, 1997 for hauling the material to the landfill site. This expense was added as
a reimbursable expenditure under the amended grant contract. Since the previously filed

.-' reimbursement requests were not amended to reflect the amended grant contract,
Agricenter did not include this invoice with a reimbursement request. It was simply used
by the Agricenter to justify a previously overpaid invoice for materials.

However, in verifying that the individual vendors had been paid for the items reimbursed
by TDEC under the Grant it was learned that E. T .1. had never been paid for this work.
The Agricenter acknowledges that it never paid E. T .1. for this work and that it is currently
in litigation with E. T .1. due to the non-payment.

This Grant is a reimbursement contract that requires that the Agricenter pay invoices
~ before they are reimbursed. Since the Grantee did not expend monies to pay this invoice,

the invoice is not reimbursable and cannot be used as justification for previously overpaid
expenditures for which the Agricenter had already received reimbursement.

EQuiDment -Tractor '

The amount questioned for this item is $26,000 and results from the Agricenter receiving
reimbursement from TDEC for a tractor that was donated to the Agricenter by United
Equipment, Inc.

On August 26, 1997 United Equipment, Inc. submitted an invoice to the Agricenter to
document the donation of a $52,000 Case tractor to the Agricenter. The invoice clearly
states that the Shelby County Landfill TDEC Grant was to be charged, that the tractor
was a donation to the Agricenter, and that the Agricenter owed no money. The Agricenter
submitted the invoice to TDEC for reimbursement on December 19, 1997 and was
reimbursed $26,000 (50% of the value as stipulated in the amended Budget List) on June
10, 1998.

United Equipment, Inc. confirmed that the tractor had been donated and that the
Agricenter had made no payment for the tractor. The Agricenter acknowledges that the
tractor was donated and that it did not actually expend any monies for the tractor.

Donations such as these can be used by the Agricenter to satisfy its in-kind requirement
but are not reimbursable since no expenditure was made.

-4
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.' .,

Infrastructure -Road

A road was built on the Agricenter property by the Shelby County Road Department to
provide a direct route from the area used to store the landfill cap material to the Landfill.
This was done to avoid the need for trucks to use a busy thoroughfare adjacent to the

Agricenter.

The road was constructed by the Shelby County Road Department and paid for by
Shelby County. The funding for the road came from capital improvement project (CIP)
funds which had been dedicated to projects to be comp~eted at the Agricenter by the
Shelby County Commission. The CIP funds are requested annually by the Agricenter,
and other Shelby County government departments, and the Shelby County Commission
approves a certain number of those requests through resolution.4

Following completion of the road, the Agricenter notified the Shelby County Director of
Administration and Finance and the County paid the vendor, in this case the Shelby
County Road Department. Since no portion of this transaction passed through the
Agricenter's accounts (no revenue or expense) the expenditure by the County cannot be
construed as an expense <;>f the Agricenter and cannot be presented by the Agricenter for
reimbursement.

Since the Agricenter expended no monies on the road, it is similar to a donation and can
be used by the Agricenter to satisfy its in-kind requirement. However, the road is not
reimbursable as a grant expenditure. The Agricenter submitted invoices to WEC f.or
reimbursement of road building expenses on April 30, 1997 and December 19, 1997 and
was reimbursed on May 19, 1997 and June 10, 1998.

Recommendation:

Agricenter should reimburse WEC $187,453 for unsupported grant expenditures.

2. IN-KTh'D EXPENSES WERE NOT PROPERLY SUPPORTED

Findin2

In-kind contributions made by the Agricenter were $245,465 less than that required by the
Grant. The shortfall resulted from either a lack of supporting documentation ($138,502) or

contributions that were never made (SI06,962).

4 The road construction \,,'3S appro\.ed by Shelby County Commission Resolution #30, CIP Project # 1900-1904

in the FY 97-98 CIP Budget
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EXHIBIT 1 (Cont.)

Qiscussion ,. '. .
The amended Budget List specified that the Agri~enter would provide in-kind expenditures
of $3 78,000.' However, the total in-kind expenditures submitted by the Agricenter were only
$239,498, resulting in a shortfall of $138,502. Additionally, $106,962 in Project
Management and General and Administrative expenses submitted as in-kind expenditures

were not supported by appropriate documentation.

Amended Bud~et Line Item Amount Reason Item Questioned

Project Management $ 76,962 No supporting tin1e records.
General and Administrative 30,000 No itemized expenses.
In-Kind Shortfall -138,503 No expenditures exist.

Total Questioned Items $ 245,465

A more detailed discussion of each of these items is discussed in the following sections. If the
Agricenter repays WEC for the roadwork ($94,403) and the tractor ($26,000) questioned in
Finding 1, and counts those two items toward the unsupported in-kind expenditures, the

unsupported amount would be reduced to $125,062.

Project Mana2ement

Project management costs were comprised of salary expense incurred by the Agricenter
for managing the Landfill project. The Agricenter submitted an invoice dated December
19, 1997 claiming $76,962 of project management expenditures. The AgriceQter
personnel stated on several occasions that this amount was a "plug figure" to close out
the remaining balance on the project. No supporting documentation to support those

salary amounts was provided.

In an attempt to justify these expenses, the Agricenter prepared a schedule of salary
expense incurred on the project at Internal Audit's request in March 1999. This schedule
indicated that the time the President, the CFO, and the Assistant to the President spent on
the project equated to $153,903.6 However, the Agricenter was unable to provide time
records showing the amount of time these employees actually spent on the grant.
Without this supporting documentation, it cannot be substantiated that the Agricenter

incurred the $76,962 of project management expense.

S An in-kind expenditure could have been a cash expenditure by Agricenter or the fair market value of goods or

senices donated to the grant project.6 This amount '''as calculated by taking the employee's salary multiplied by the number of months in the Gmnt
and the estimated percentage of time spent on the Grant The President and CFO were both estimated to have

spent 50% of their time on the Grant during the twenty-month period.
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General and Administrative

The Agricenter submitted an invoice dated December 19, 1997 for $30,000 of General
and Administrative cost based on a set administrative cost factor applied to the total
project cost ($748,000 x 8.15% = $60,962). Again, the Agricenter was unable to provide
documentation of actual expenses incurred; therefore, it cannot be substantiated that the

Agricenter incurred $30,000 of general and administrative expenses.

In- Kind Shortfall

Section A.l. of the Grant contract states that "By August 31, 1998, the Grantee shall
provide documentation of the in-kind match and the purchased materials as authorized in
the approved Budget List." Despite this time limitation, on several occasions during the

audit, the Agricenter was requested to submit, and given the opportunity to provide,
supporting documentation for any Grant related expenses that it had incurred in addition

to those already submitted to mEC. No additional expenditures were provided.

Since the total project budget of the Grant contract was $748,000 and the total amount of
project expenses submitted by the Agricenter was only $609,497 an expenditure shortfall

of $138,503 exists. Since the Agricenter did not meet it's required in-kind contribution,

Section A.l. has been violated.

Recommendation:

The Agricenter should have made and properly documented all in-kind expenditures to
support the project costs as required by the Grant contract. In-kind expenditures must be

identifiable to the Grant and appropriate time records should support any salary expenses.
Furthermore, the General and Administrative expenses should be supported by actual

expenditures by the Agricenter or through donated goods and services.

Section D.4. of the contract states that "If the Grantee fails to properly perform its obligations
under this Grant or violates any terms of this Grant, the State shall have the right to
immediately terminate the Grant and withhold payments in excess of fair compensation for

completed services."

Since the Grant is closed it is not possible to terminate the Grant. However, mEC
management should consider and evaluate whether the Agricenter's failure to meet its

required in-kind has violated the terms of the Grant to the extent TDEC should seek

reimbursement of a portion of the in-kind shortage.
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99-23 .' ';C

IAttachment A

., AGRICENTER INTERNATIONAL, INC.

.8UDGETLIST

ATTACHMENT I

PROJECT COSTS

Soil Amendment blended aggregate materials
110,000 cubic yards X $3.50Icyd $370,000.00

In-Kind Match which includes the following:
Materials certification, preparation, hauling
Equipment -Tractor with laser guided leveler
Infrastructure -On site public roads & trails
Labor, fuel, utilities, Irrigation system, seed, fertilizer
Engineering serlices $378.000.00"

TOTAL PROJECT COSTS $748,000.00

LESS IN-KIND MATCH $378.000.00

TOTAL GRANT AMOUNT $370,000.00

.
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J' .4" --,"~,~ '- 99-23 ~

~1r-'" /~ ~:¥.\ ~ ' Attachment B

AGRICENTER INTERNATIONAL, INC.

BUDGET LIST

ATTACHMENT I-A

PROJECT COSTS: INKIND GRANT

SOIL AMENDMENT: blended aggregate materials.
51,271 cubic yards x $3.50/cyd= 179,448.50

MATERIAL: certification, preparation, hauling.
44,700 cubic yards x 1.50/cyd= 67,050.00

EQUIPMENT: 1 tractor with laser guided leveler.
520 hours x $100= 26,000.00 26,000.00

INFRASTRUCTURE; on site public roads & trails 14,596.75 94,403.25

Additional Material Hauling.243 loads x $12.75/load 3,098.25

In-Kind Match which includes the following:
Labor, fuel, utilities, irrigation system, seed,
fertilizer, engineering, professional consulting
fees, certified audit fees, equipment rental,
project management, general and administrative $337,403.25

TOTAL PROJECT COSTS $378,000.00 $370,000.00

PROJECT TOTAL $748,000.00

TOTAL GRANT AMOUNT $370,000.00

~I 
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